FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LL.M., (Librarian 
of the Supreme Court of Victoria) 
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| TACKING THE DEBT TO THE 
: COST OF LIVING 


4 ANY elaborate clauses have been 
a drafted, the purpose of which is 
/t ensure that when a debt, contracted 
| today, is paid off next year, the credi- 
' tor shall receive back money equal in 
' Teal value to the original debt. 


A case, involving a long-term instal- 
"ment contract for the sale of land, is 
| Stanwell Park Hotel Co. v. Leslie, 85 
“C.L.R. 189. Here, plaintiff in 1946 sold 
"#8 property to defendant for £2600, the 
| eontract providing for payment of the 
| purchase price by instalments over 10 
| years. It also, by a most complicated 
/teries of clauses, tacked the instal- 
'Ments to the “C” series cost of living 
‘figures (weighted average for the six 
pital cities) so that if the cost of liv- 
/iig went up, payments should be 
“tionally reduced, but if it went down 
“they should be notionally increased. 


ct 
| Accordingly, a cheque for £20 might 
) One day be treated as a payment of £15 
)and another day as a payment of £25. 
) Uther clauses took care of the converse 
‘Position, so that the vendor in case of 
“Sefault might be able to sue for more 
) or less than the purchase price if there 
Was a fluctuation. Of course there were 
“Buctuations, and indeed when defend- 
(Mit finally defaulted in 1950 the vendor 
“Mlaimed to be entitled to sue him for 

“ r £4000. 
The Supreme Court of New South 
Wales rejected the claim on the short 
bund that a person cannot provide 
t a lawful debt shall not be dis- 
ged in lawful currency. 
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The High Court of Australia (if one 
may say so with respect) analysed the 
position much more closely and pointed 
out that the parties by their contract 
were not trying to vary the method of 
paying a fixed debt, but were provid- 
ing that the debt itself should increase 
or decrease by reference to the varia- 
tions in the cost of living. 

There was nothing illegal in that, 
and the plaintiff succeeded on the 
appeal. 


AFFECTING THE RIGHTS OF 
SHAREHOLDERS 


HE CASE of In re John Smith’s 

Tadcaster Brewery Co., (1952) 2 
A.E.R. 751, is another of those argu- 
ments as to the rights of preference 
and ordinary shareholders which have 
been so common over recent years. 


The Company had about £1,750,000 
preference and £1,920,000 ordinary 
stock, and proposed to capitalise re- 
serves by issuing an additional £280,000 
stock to the ordinary stockholders only, 
the preference stockholders being left 
out in the cold. To this they objected, 
firstly that as they had a right to sur- 
plus capital in a winding up, they 
were entitled to share in any capitali- 
sation while the Company was a going 
concern. The answer to this was that 
they had no such right. 

The articles contained the usual pro- 
vision giving them a preferential right 
to capital and arrears of dividend in 
a winding up, and the Court held, fol- 
lowing the recent House of Lords 
decision of Scottish Insurance Co. v. 
Wilsons & Clyde Coal Co., that if the 
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FINE POINTS OF COMMERCIAL LAW— Continued 


preference shareholders claimed any- 
thing more they must point to some- 
thing in the articles giving it to them. 
This they could not do. 


A further objection was more formid- 
able. The articles provided that the 
rights of any class of shareholders 
“may be affected, modified, dealt with, 
or abrogated” by an extraordinary 
resolution of that class. In a case about 
eight years ago, Greenhalgh v. Arderne 
Cinemas, it was held that you do not 
“vary’ the rights of one class of shares 
if you increase the voting power of 
another class, even although the prac- 
tical result is to alter the control of the 
company. 

This present case decides, however, 
that you can “effect” people’s rights 
without varying them, and that to 
increase the voting power of another 
class would have that result. Therefore 
this proposed arrangement could only 
be carried through with the consent of 
the preference shareholders. 


IS THERE CONSIDERATION FOR 
THE CONTRACT ? 


F YOU go to a motor car dealer, 

sign on the dotted line, pay a de- 
posit, and receive in return a document 
whereby the dealer promises that if 
he can get any cars he will give you 
one in your turn, but he cannot say 
when that will be, is that a contract? 


This question is discussed in Barnett 
v. Ira Berk Pty. Ltd. 69 W.N. (N.S.W.) 
309. The plaintiff in May 1951 lodged 
an order for a Renault car and paid 
£50 deposit. When he had not got a 
car by the end of the year he purported 
to cancel his order and sued for the 
return of his deposit. The company 
replied that the order was not subject 
to cancellation—in other words that 
there was a binding contract and it was 
entitled to keep the deposit. 
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Of course, if the alleged agreement 
had been “If you pay us £50, we will 
sell you a car if we feel like it,” there 
would have been no contract, but that 
was not the case. 

Though the company would not make 
a promise as to when delivery would 
take place, or even that it would ever 
take place at all, it had promised that 
if cars were forthcoming, the plaintiff 
would be supplied in his turn. 

Therefore there was consideration 
for the plaintiff’s promise and the de- 
fendant was entitled to retain the 
deposit. 


DEALINGS AFTER THE 
FRADULENT PREFERENCE 


HE CASE of Brady v. Stapleton, 

1952 A.L.R. 989, discusses the 
position of persons who after a debtor 
has made a fraudulent disposition of 
property, acquire that property from 
those to whom it was disposed. 

It relates not to a fraudulent prefer- 
ence under the Bankruptcy Act, but to 
a disposition with intent to defraud 
creditors, avoided by the old Act of 13 
Elizabeth I, c 5, which is in force in 
all States in some form or another. In 
Queensland, where this case came 
from, the relevant legislation is the 
Mercantile Act 1867 to 1896 sections 
46 and 48. 

Facts were that one, Coward, in the 
course of what the Court described as 
“a daring and scandalous scheme de 
signed to swindle the Commissioner of 
Taxation,” conveyed to a company 
called the Canadian Tobacco Co. seve 
ral blocks of land, four motor vehicles, 
and large stocks of tobacco. 

This he did, to the knowledge of the 
company, with intent to defraud his 
creditors. The company then sold all 
these things to various bona fide pur- 
chasers, and it was accepted by the 
Trustee in Bankruptcy that he had no 
claim to them any more. However, he 
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insisted that he was entitled to claim 
the proceeds of the sales from the 
company. 

Both Clyne, J., and the High Court 
(McTiernan J. dissenting) were against 
him. They held that the trustee could 
only claim the assets as long as they 
had not yet passed into the hands of 
an innocent third party. Once they did 
so he lost the right, not only to claim 
the assets, but to assert that they were 
ever his so as to claim their purchase 
price. 

In addition Coward fraudulently 
transferred 30,000 shares to a third 
party, Brady, who already owned about 
1000 shares. This third party trans- 
ferred 15,000 shares to Mrs. Coward, 
who also took with knowledge of the 
fraud. Therefore the Trustee in Bank- 
ruptcy was entitled to these 30,000 
shares as long as he could identify 
them. Owing to the careless (or 
fraudulent) bookkeeping of the com- 
pany this could not be done. Did that 
mean he had no rights? 

“No,” said the Court. Brady must 
be treated as an honest man as far as 
possible, though the opinion Clyne, J., 
formed of him was far different. 
Accordingly, when he became the 
owner by fraud of these shares; he 
must be held to have kept them to hand 
them to the trustee when called on. 

On any view of the facts, his mor- 
ality was only comparative, but the 
result of this assumed honesty was 
that all 16,000 shares still in his name 
were treated as belonging to the 
trustee, and of the 15,000 in Mrs. 
Coward’s name, she only had to sur- 
render 14,000. 


CONFLICT OF LAWS 


RITISH Nylon Spinners v. Imperial 
Chemical Industries, (1952) 2 
A.E.R. 780, is a striking example of the 
difficulties of international business 
organisation. 


1.C.I., a British corporation, acquired 
from E. I. Du Pont de Nemours, an 
American company, exclusive licences 
to use certain American and British 
patents. Later it bought these patents 
outright. Meanwhile it had granted to 
the plaintiff the right to use these 
patents in England, Australia and else- 
where in the British Commonwealth, 
and the plaintiff company commenced 
the manufacture of nylon thereunder. 


In 1952, Du Pont de Nemours and 
1.C.I. as defendants to an anti-trust 
prosecution in the United States were 
ordered to readjust their relations and 
in particular I.C.I. was ordered to re- 
assign these patents to Du Pont de 
Memours. 


This would leave plaintiff liable to 
be sued for infringement of these 
patents and it took these proceedings 
in the Chancery Division in England 
to protect itself. 


The Court of Appeal, while full of 
politeness to its opposite numbers in 
U.S.A., insisted that the Courts of the 
United States had no power to inter- 
fere with the ownership of British 
patents by a British company, and 
ordered I.C.I. not to part with its rights 
until the plaintiff’s position had been 
clarified by appropriate proceedings. 


We now await the report of these 
further proceedings with some interest. 


© 
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CAN MARGINAL COSTING SOLVE COST 
PROBLEMS ? 


By A. S. DONNELLY, A.A.S.A. 


EXT books on accounting and cost 

accounting have a great deal to 
say about allocation of “overhead 
costs” to departments, processes or 
products. It seems to be taken for 
granted that these costs must be allo- 
cated, and that to leave them unallo- 
cated is unthinkable. 


A great variety of methods of alloca- 
tion have been discussed at great 
length. Only in comparatively recent 
years has a new approach to the prob- 
lem been seen—an approach which says 
that the answer to all the problems of 
allocating overhead costs is simply, 
“don’t allocate them at all.” Marginal 
Costing, a text by F. @. Lawrence and 
E. N. Humphreys, published in Eng- 
land in 1947, expounds the latter view 
rather effectively. Overseas bodies have 
shown some interest in the marginal 
costing ideas, but generally they have 
not favoured marginal costing replac- 
ing the more orthodox systems. 


What, then, is the value of “Marginal 
Costing?” Is it completely right and 
“Total Costs” completely wrong, or 
can the best of both systems be com- 
bined? The answers to these questions 
may provide a more flexible approach 
to the problem of expense allocation. 


SALES “B” 


Marginal Costing Approach. 


As the system of allocating overhead 
expenses on various bases (turnover, 
floor space, labour costs, machine hours, 
etc.) is fairly well known it need not 
be described, but let us consider what 
the exponents of Marginal Costing say 
in criticism of the practice of allocating 
indirect costs. 

The theory of Marginal Costing can 
be briefly stated thus: In the process 
of producing and selling, some costs 
vary directly in relation to sales, e.g., 
materials used and labour directly in- 
curred. To maintain the organisation, 
there are, however, selling and admin- 
istrative expenses and a host of items 
which are fixed as far as any practic- 
able variation of sales and production 
is concerned. Hence, the theory is that 
the excess of sales over direct or 
marginal costs (in respect of each pro- 
duct, process or department) is a con- 
tribution towards the fund from which 
fixed overhead costs, taxation and net 
profits are derived, and any attempt to 
allocate overhead costs is not in accord- 
ance with real facts, and is likely to 
create confusion. 

The idea may be illustrated diagram- 
matically as under: 


SALES “C” 





SALES “A” 


M.P. 





Direct Costs | M.P. | Direct conte | 7m Direct Costs 
} 





| 





| 

| 

FUND FOR INDIRECT 
| COSTS 


xe. 





Indirect Costs 





M.P. is abbreviation for Marginal Profit. 
N.P. is abbreviation for Net Profit. 
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CAN MARGINAL COSTING SOLVE COST 
PROBLEMS 7 — Continued 


It can be seen that the marginal gross 
profit is the surplus of sales price over 
a definite amount of marginal costs. 
Now, to go any further, to split the net 
profits up and identify them as coming 
from Departments A, B, and C, re- 
spectively, is futile—as futile as it 
would be to stand at the mouth of the 
Murray River and say that one particu- 
lar drop of water came originally from 
the Murrumbidgee and another from 
the Darling. 


Net profit is by nature indivisible: it is 
the excess of the sum of marginal pro- 
fit (i.e., sales over marginal cost) of all 
departments or products over the fixed 
expenses of the business. According to 
F. C. Lawrence and E. M. Humphreys, 
“the economist’s definition of Marginal 
Cost is ‘the amount at any given volume 
of output, by which aggregate costs are 
changed if the volume of output is in- 
creased or decreased by one unit’.” 
Because total costs have no regard to 
“the amount by which aggregate costs 
are changed,” they become misleading. 
Under the orthodox system of allocat- 
ing costs, the fact that a “‘net profit” is 
shown for a department, does not mean 
that the business would be worse off to 
that extent if the department were 
closed. Nor would the business be better 
off to the extent of a net loss shown for 
a department if that department were 
closed. In the first case after closing 
the department the loss would be the 
net profit plus the share of continuing 
fixed expenses, particularly administra- 
tive expenses, which would have to be 
debited to the remaining departments, 
thereby reducing their net profit 
figures. In the second case, the gain 
would be the net loss less the share of 
fixed expenses borne by the deparement. 


Hence, the orthodox cost systems 
fail to answer the important question 
with which every business man must 
contend. “If I accept more business 


The Australian Accountant, March, 1953 


at a certain price will I be better off 
than if I refuse it, and if so, by how 
much?” Marginal costing does provide 
a satisfactory answer. 

The marginal concept is claimed to 
be simpler: it gives a definite figure as 
cost. There is no need for all sorts of 
adjustments for over and_ under- 
absorption of overhead, which is a 
major problem in total costs. With 
Marginal Costing, executives are not 
presented with continually changing 
costs resulting from over or under- 
absorption of fixed expense. 

How much better will it be for the 
executive to get a cost figure which he 
can understand, rather than a figure 
arrived at by involved allocations and 
adjustments full of meaningless jar- 
gon! 

Before considering what the oppon- 
ents of Marginal Costing say, let the 
advantages claimed for marginal cost- 
ing be tested as under: 


(1) Marginal Costing is based on 


sound logical grounds: it is not 
dependant on an artificial 


ap- 
proach. 

It solves a vital problem by show- 
ing whether, and by how much, a 
business is better off by producing 
a product, or carrying on a de- 
partment. 

It is simpler. No questions of over 
or under-absorption of overhead 
arise. Its very simplicity is the 
reason why many refuse to accept 
it. Being accustomed to involved 
approaches to costing, they cannot 
realise that a mere logical approach 
is necessarily more simple. 


Total Costs. 

It has already been stated that some 
attempts to replace conventional cost 
accounting by marginal costing have 
been rejected overseas. Possibly the 
decision may have been affected by 
inertia, a liking for long established 
methods, or a disinclination to accept 
new concepts which some, at least, 
would describe as revolutionary. 


(2) 
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CAN MARGINAL COSTING SOLVE COST 
PROBLEMS? — Continued 


However, it would be unfair to imply 
that there are not some grounds for 
favouring total costs, and that there 
are no weaknesses in the arguments 
for marginal costing. What are the 
weaknesses in the Marginal Cost con- 
cepts? Are they sufficient to make the 
use of total costs more desirable for 
certain purposes? Finally, can the best 
features of each system be combined? 


Those who look on Marginal Costing 
with disfavour make the first point 
that it is an incomplete system. They 
may agree with the theory that it is 
possible only to say, with any degree of 
certainty, the contribution each depart- 
ment makes towards fixed expenses and 
profits, but in practice, they assert, 
something more is needed. Surely, they 
state, it is necessary to know something 
more than the surplus of sales over 
marginal costs in each department. 
Whilst fixed expenses may have no 
direct relation to sales, there is at least 
some indirect relation between certain 
fixed expenses and the trading opera- 
tions of various departments. Conse- 
quently, merely to show the marginal 
profit on each department or product, 
will present an incomplete picture. The 
departmental surplus over and above 
direct costs transferred to general 
profit and loss account, for example, 
gives little indication of the real worth 
of the departments in the case of two 
departments with equal marginal pro- 
fits, but responsible for incurring vastly 
different amounts of fixed expenses. 


The marginal concept, of course, 
classifies as fixed expenses only those 
expenses which afe incurred in running 
the establishment. Its supporters claim 
that any expense which would not be 
incurred if the department were not 
operating would be included as part of 
the marginal cost. In practice, how- 
ever, there is no clear line of demarca- 
tion between expenses directly incurred 


by a department and those of a more 
general character. Hence, for practical 
purposes, if not in theory, there seems 
to be something in favouring the argu- 
ment outlined in the preceding para- 
graphs. 

Another practical difficulty arises 
from the attitude of price-control 
authorities. An accounting executive 
would scarcely expect success from a 
price rise application if he said to the 
authority, “I can’t tell you what this 
product costs, I can only show the 
marginal cost.” Some cynical cost 
accountant may be inclined to say that 
the marginal cost alone would then 
become the basis of the price deter- 
mined by the authorities! 

Another direction in which Marginal 
Costing may fail to provide sufficient 
information, is where the efficiency of 
a service department is to be measured 
by comparison with profits earned by 
external concerns. 


What Costs are Marginal? 


A weakness of Marginal Costing is 
that it is so difficult in practice to know 
just what are marginal costs. Take 4 
simple example of a factory with two 
departments. Department “A” is its 
major function and Department “B” is 
more or less a side line. Then, so long 
as the selling price for Department “B” 
products is sufficient to cover the 
marginal costs, the carrying on of the 
department is justified. 


However, the sales and production of 
Product “B” may increase—because 
selling price based on marginal cost of 
the “side line” is less than the price 
charged by competitors who produce 
the product as their main activity. It 
may well be that production and sales 
in Department “B” will ultimately be 
come greater than in Department “A”. 
In these circumstances, the original 
marginal cost calculations will be mis- 
leading. 

In The Incidence of Overhead Costs, 
J. M. Clark points out how American 
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CAN MARGINAL COSTING SOLVE COST 
PROGLEMS 7 — Continued 


railroads incurred heavy losses from 
this very error. They noticed that they 
were hauling empty trucks from, say, 
X to Y, because nearly all goods were 
sent in the direction Y to X. Hence 
cheap rates were offered for freight 
railed from X to Y on the reasoning 
that it was better to earn a little than 
nothing. 

Consignors, however, reacted in a 
way which the railroads did not expect. 
Attracted by the cheaper rates, they 
began to send more and more goods 
from X to Y. This practice spread 
quickly: soon the railroads were dis- 
mayed to find that most of their freight 
was at the reduced rates—rates re- 
duced on the assumption that they 
would apply to but a small portion of 
total freight. Meanwhile, empty trucks 
carrying no freight were being carried 
—from Y to X. Hence, instead of the 
anticipated increase, it was found that 
earnings actually declined. 

That this result is attributable to the 
use of marginal costs would be denied 
by some (who would claim this is a 
question of differential costs). They 
would assert that such a position did 
not arise out of any defect in the 
principle of marginal costing. It was 
due, they would claim, to an incorrect 
application, or a failure to realise the 
need for flexible budgeting. However, 
it is a danger which must be watched 
when marginal costing is used. 


Advantages of Total Costs. 


The advantages of total costs can be 
summarised as follows :— 

(1) They provide an indication of the 
economic sacrifice involved in the 
production and/or sale of each 
product or department. 

(2) They provide a means of gauging 
the efficiency of service depart- 
ments by allowing a comparison of 
internal costs with those of an ex- 
ternal organisation; and similarly 
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the total cost of parts made in the 
factory can be compared with the 
cost of purchasing them elsewhere. 
When external prices are less than 
total internal costs it indicates the 
possibility of inefficiency in the 
factory. 

Despite the problems of over and 
under-absorption and difficulties of 
scientific allocation, total costs are 
necessary to give a full story of the 
costs. 


Can the Best Features of Each Type 
be Combined? 

Thus far the superior features of 
Marginal Costing have been considered 
as a means of overcoming the weak- 
nesses of Total Costs. On the other 
hand, it is claimed in some quarters 
that Total Costs must be used because 
there are serious deficiencies in the in- 
formation supplied by Marginal Cost- 
ing. Supporters of one system trench- 
antly criticise the supporters of the 
other. 

Are the two systems quite incompat- 
ible, or is it possible to combine the 
best features of each? 

In considering a solution it is well 
to remember that accounting state- 
ments are designed for several differ- 
ent purposes. For example, different 
cost considerations arise in seeking a 
solution to the following problems :— 
(a) is a certain department or process 
profitable or should it be aban- 
doned? and 
are the services rendered by a de- 
partment, or the profit earned by 
a department, economically sound 
in relation to a satisfactory stand- 
ard, e.g., cost of services rendered 
by outside concerns or profits 
earned by the use of similar capi- 
tal and resources in other direc- 
tions? 

For the first question, Marginal Cost- 
ing is the answer. A misleading im- 
pression, however, may be given in the 
answering of the second question, un- 


(b) 
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PROBLEMS ? — Continued 
less some of the “non-marginal” costs 
are taken into account. 

With cost and financial statements 
as with many other things, there is a 
tendency for first impressions to last. 
It is wise then to present management 
with statements based on logical] found- 
ations so that the most realistic picture 
can be conveyed. This calls for margi- 
nal costing. In addition, supporting 


statements can be prepared allocating 
overhead to various departments in 
accordance with the most suitable 
method of allocation. 





Sales in each dept. were .. a 
But direct costs (as per statement 
below) absorbed .. .. , 


The fact that the latter statement of 
allocating expense is shown separately, 
has the important advantage that, being 
described as, e.g., “Statement showing 
allocation of Overhead to Departments” 
it highlights the fact that it is in fact 
an allocation. It does not give the mis- 
leading impression that the net profit 
can be divided into several pieces with 
accuracy to the last penny, as is im- 
plied in the orthodox statement where 
total costs are used. 


Possibly this can be illustrated by an 
example of a “narrative” type state- 
ment on the following lines:— 











A B C TOTAL 
10,000 12,000 14,000 36,000 
7,000 8,006 13,000 28,000 














So the marginal profit (i.e., the con- 
tribution of each dept. to cover in- 

















direct expenses and provide a net 


ED a wand erp worse 


So, the NET PROFIT was .. .. 


Materials .. .. 
Wages .. .. 


Electric power directly ‘used : : i 






The above statement truly reflects 
the position in that the net profit 
figure does not include an imaginary 
division of expense items which, by 
nature, are not divisible. It does not 
attempt to separate what remains in 


100 


Of this figure, indirect expenses were as under:— 
Indirect factory expenses .. 
ee eee 
Selling expenses .. de 
Administrative expenses .. 


DIRECT COSTS. 
The Direct Costs above were made up as under :— 


3,000 4,090 1,000 8,000 








1,000 
500 
1,000 
1,500 4,000 








A B C TOTAL 
5,000 3,000 2,000 10,000 
1,000 4,500 8,500 14,000 
1,000 500 2,500 4,000 











13,000 £28,000 





8,000 





£7,000 














the income pool after payment of in- 
direct expenses. 

The use of marginal costing does not 
mean that indirect expenses or over- 
head items are ignored. Far from it. 
Marginal costing, by more clearly show- 
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CAN MARGINAL COSTING SOLVE CosT 
PROBLEMS 7? — Continued 

ing up the true nature of the indirect 
costs of running a business, tends to 
focus the attention of management on 
the real nature of this ever-present 
business problem. 

It has already been stated that there 
is nothing to prevent the accountant or 
cost accountant preparing a summary 
of overhead expenses in which they 
may be allocated to departments on the 
basis of one or other of the usual] bases 
of allocation. Provided this is shown 


as a supplementary statement it will 
not mislead people into thinking that 
the allocation is fundamentally sound, 
or that the indirect expense items 
shown against each department were, 
in fact, actually incurred by that de- 
partment, and that department alone, 
to the extent of the amount shown. It 
is the tendency to create the latter 
impression that is the great weakness 
of Total Costs. 

To work on the example of the Profit 
and Loss Statement above, the alloca- 
tion could be set out as under :— 


Allocation of Indirect Expenses. 
Basis of allocation TOTAL A 

1,000 
500 
1,000 
1,500 


4,000 


Expenses 
Indirect factory expenses 
Rent 
Selling expenses 
Admin. expenses 


Direct 
Sales 
Sales 
Direct 


B 
322 
167 
334 


71 
139 
278 
106 
594 


Wages 


Wages 








SUMMARY 


Marginal profit, i.e., contribution of 
each dept. to cover indirect costs (as 
per profit and Loss Statement) 

Dept. allocation of indirect costs as 
above .. 


Excess over assumed indirect costs .. 
Deficit under assumed indirect costs .. .. ...... 


At this stage the ardent supporter 
of Total Costs may be inclined to rub 
his hands with glee and proclaim that 
the above summary is only another way 
of following out the principle of Total 
Costs. “All that has been done,” he 
may say, “is to produce the same final 
result as would be achieved under Total 
Costs. Why go this round-about way 
to arrive at the same final figure?” 


Such observations are not substanti- 
ated by a study of the statements. No- 
where is there a final figure for net 
profit in each department. Nowhere in 
the statement is there conveyed the im- 
Pression that the indirect costs were 
incurred for each department in pre- 
cisely exact figures. The fact that 
indirect costs are not directly allocat- 
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. 3,000 4,000 1,000 


594 
.. 2,406 


1,306 
2,694 


2,100 





1,100 


able is shown by the allocation of in- 
direct expenses in these ways:— 


1. The separate grouping of the 
expenses under the heading of in- 
direct expenses highlights the fact 
that they are not directly incurred 
by any one department: they may 
be, and often are, overlooked by 
non-accounting executives if these 
expenses are allocated to depart- 
ments individually in a depart- 
mental profit and loss account. 

. Showing the basis of allocation 
gives the reader of the statement 
a better picture of the expenses. 
it enables him to form at least 
an approximate idea of the effect 
on other departments of having to 

— Concluded on page 114 
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PREPARING FOR A MEETING OF 
THE BOARD 


By H. T. OAKEY, F.AS.A. 


(A paper read to and discussed by the Secretarial Practice Research 
Group of the Victorian Division, Federal Institute of Accountants.) 


E DUTIES of a secretary are 

many and various. Some duties 
are interesting; some exceedingly dull. 
Some are far removed from what we 
may consider to be the normal duties 
of a company secretary, but of all duties 
there is none more completely secre- 
arial in character than attendance at 
meetings of the board of directors. It 
is this all important duty that gives the 
secretary his -title. He is, first and 
foremost, the executive officer of the 
board. Through him the board, in 
theory, if not always in practice, makes 
known its wishes, its decisions. The 
secretary is, in fact, the mouthpiece of 
the board, at least in most matters. 

In many companies in Australia, 
probably in a majority of public com- 
panies, the directors do not normally 
take part in the day-to-day administra- 
tion of the company for the conduct of 
which they are responsible. Certainly 
there is an increasing tendency for 
directors to appoint one of their number 
to implement the major business and 
administrative policy, usually giving him 
the title of managing director. Also ex- 
ecutives of the company, such as works 
manager, sales manager, and even the 
secretary are often appointed to the 
board. Whether this is good or bad is 
a matter of opinion. Without going 
into the pros and cons I think there is 
something in the argument that one can 
be too close to the job. On the other 
hand, if a director is too remote from 
the affairs of the company he will not 
have a proper understanding of the 
problems upon which he is called to 
give ‘decisions. Perhaps a /board of 
outside directors with a leavening of 
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executives is the best solution. But 
whether the board consists of outside 
directors, or executives, or both, its 
functions are clearly defined in the 
articles of the company. The directors 
are responsible to the shareholders for 
the management of the affairs of the 
company, and this function of manage 
ment is carried out by the directors 
meeting as a board, possibly only once 
or twice in a month, sometimes even 
less frequently. At these meetings, 
important matters of policy must be 
decided which can and do affect, directly 
or indirectly, all phases of the opera- 
tions of the company, the employees, 
the shareholders, and often, the public 
at large. 

Consequently, it is most necessary 
that board meetings function smoothly 
and efficiently. To a large extent, the 
secretary is the person responsible for 
the success of these meetings. For 
proper preparation is more than half 
the battle, in this as in most other 
activities in life, whether in business, 
in sport, or in any other sphere. It is 
the direct responsibility of the secre- 
tary to see that all possible data is 
available to the board in connection 
with any item of business which is to 
be considered. He must see that all 
reports called for are ready, that state- 
ments of account are submitted cor- 
rectly, that everything possible has been 
done to permit of the speedy despatch 
of business. He should see that the 
comforts of the directors while at the 
meeting have received attention. When 
the meeting is over, the secretary has 
to sort out what has been done and to 
see that the decisions of the board are 
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PREPARING FOR A MEETING — Continued 


conveyed to those who are required to 
carry them out. Very often, he is re- 
quired to carry out many of the de- 
cisions himself. 

The actual work of preparing for the 
board meeting will vary from one com- 
pany to another. Possibly no two cqm- 
panies are exactly alike in the way they 
function. Nevertheless, there is a 
similarity of procedure in all public 
companies; and therefore, in regard to 
board meetings, the preparations in one 
company will not differ greatly from 
those in another, at least not in 
principle, however much they vary in 
practice. 

Before a meeting can be held, the 
date, the time and the place of meeting 
must be agreed upon. The place is one 
which will suit the convenience of the 
directors, or the majority of directors, 
and is usually the registered office of 
the company. This is, of course, very 
convenient, particularly for the secre- 
tary, who is right on the spot and has 
all his records and files near to hand. 
But sometimes meetings are held in 
places other than the registered office. 
They may be in a hired room, at an 
hotel or, in the case of a manufacturing 
company, in an office at the works. If, 
for any reason, the usual place of meet- 
ing is changed, one must make sure that 
all directors have noted this change; 
otherwise it may be found that one has 
gone to the registered office when he 
should be meeting elsewhere. 

_ The date of the meeting is equally 
important; particularly is this so when 
the meeting is to be held regularly each 
month. If it is too early in the month 
the accounts will not be ready; if too 
late, the accounts will be out of date. 
Normally directors will wish to consider 
the financial reports for a given period. 
Assuming that it is the wish of the 
board that, at the regular monthly 
Meeting, the accounts for the previous 
month be presented, then the meeting 
should be timed te take place on a date 
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as soon as possible after that on which 
the accounts can be prepared, allowing 
for reasonable delays. It is no use 
having the meeting too early, or the 
accounts will either not be ready or the 
secretary will not have had time pro- 
perly to analyse the figures to be pre- 
sented. On the other hand, if we wait 
until every conceivable item has been 
brought into account, the figures will 
probably be so out-of-date that they 
are merely history. It is not possible 
to lay down any hard and fast rule: so 
much depends on the accounting set-up 
of the company concerned. Some com- 
panies can have their accounts out 
within a few days. Other companies, 
for various reasons, take much longer, 
particularly when it is the practice to 
take in actual figures. 


I have found the first Monday in the 
month most suitable in our company. 
Of course, we cannot get out proper 
accounts for the previous month in the 
time available, and so have to fall back 
on those for the month before. On the 
other hand, we can present up-to-the- 
minute figures on trade debtors and 
creditors, bank balances, sales, orders 
taken, purchases made, wool stocks and 
prices, and similar particulars. Also 
rough estimate of results for the month 
just passed. So what we lose on the 
swings we more than make up on the 
round-abouts, and there is certainly 
plenty for the directors to get their 
teeth into. 


The time and place having been fixed, 
the secretary proceeds with the pre- 
paration of the agenda, but first it must 
be decided what is to appear on the 
agenda. As I said before, it is not, I 
believe, the function of the directors— 
as a board—to deal with the detailed 
administration of the company, what- 
ever part the individual directors might 
play in their separate function of com- 
pany executive. The board decides 
upon a policy and lays down a pattern 
to be followed by the management. By 
this I do not imply that the board should 
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ignore all detail. For example, it might 
be quite profitable to run through the 
list of overdue accounts each month, or 
to approve payment of accounts over a 
certain sum. On the other hand, it 
would seem rather a waste of valuable 
time for the directors to have to ap- 
prove all purchases made, to haggle 
over the matter of a new inkwell for 
the junior clerk, or decide whether Miss 
Jones, the stenographer, shall have a 
ten shilling rise in salary. The time of 
the directors—at meetings—is limited, 
and therefore non-essential matters 
should be eliminated. As far as possible 
time-wasting duties, such as dealing 
with share transfers, should be dele- 
gated to a sub-committee, thus leaving 
the decks clear for the things that 
really matter. 

Shall we assume that ours is a new 
company, or there is a new board of 
directors, and that whilst operations 
are well in progress, no set procedure 
has been laid down for the conduct of 
the meetings of the board? How will 
the secretary go about preparing for 
the meeting, and what should he sub- 
mit to the board in the absence of 
specific instructions? Naturally, he will 
indude on the agenda special items 
such as expenditure required for new 
plant or building not yet approved, 
allotments or calls on shares and similar 
items, but what about routine matters? 
In practice, the secretary would prob- 
ably obtain the views of the chairman, 
who doubtless would at least be able to 
give the secretary a lead as to what he 
would like to appear on the agenda. But 
perhaps our chairman is also new and 
has not the slightest idea of what is 
required, and leaves it entirely to the 
secretary. 

The first item on the proposed agenda 
would be, I think, approval of the 
minutes for the previous meeting. 
Minutes are usually circulated prior to 
the meeting so that, at the actual meet- 
ing, they can be taken as read and much 
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time saved. In practice, it is a good 
plan to submit the draft of the minutes 
to the chairman, or, in his absence, to 
the managing director or some other 
influencial director, before actually 
circulating them. If this is done and 
any director questions the correctness 
of any minute, the secretary has an 
ally who will be able to convince the 
director that it is his memory and not 
the minutes which are at fault. I am 
sure we have all had the experience of 
board meetings at which the directors 
move from one item to another without 
any formal motions, and the poor old 
secretary is left to sort out what the 
board has really agreed upon. This is 
not a paper on minute writing, but it is 
perhaps not out of place for me to refer 
to a method which I have sometimes 
found to be very useful. 


The actual minutes record only re- 
solutions, starting with the word RE- 
SOLVED, etc., although the fact that 
accounts have been received, letters 
tabled, etc., are also recorded. How- 
ever, quite apart from the actual min- 
ute, I keep a book which I call ‘Notes 
on the Minutes.” In these notes I re- 
cord quite a lot of detail which is not 
actually in the minutes, but which, in 
practice, can prove very helpful in re- 
calling what actually happened at a 
particular meeting. 


Getting back to the agenda—it may 
be thought necessary to include an 
item for matters arising from the 
minutes, although this is not essential 
as they arise in any event. The third 
item could well be correspondence, if 
there is a letter or letters which war- 
rant the attention of the board. Follow- 
ing the correspondence, it is as well to 
get rid of the share transfers, if any, 
if these have to be approved by the 
board. Some companies delegate this 
work to a sub-committee. Others, in 
fact, most public companies, have the 
share transfers audited. This saves 4 
lot of time at the board meeting, for 
all that is usually necessary is to sub- 
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PREPARING FOR A MEETING — Continued 


mit the certificate of the auditors. This 
is accepted by the board as evidence 
that the transfers are all in order and 
can be passed and sealed without more 
ado. 

We now come to the accounts and 
financial statements. What would our 
secretary submit in the absence of 
specific instructions? I incline to the 
belief that no more should be submitted 
than is absolutely necessary for the 
directors to be able quickly to acquaint 
themselves with the progress and finan- 
cial standing of the company. Not all 
directors are accountants and pages of 
detailed accounts and statistics tend to 
confuse rather than enlighten. Prob- 
ably, in the absence of specific instruc- 
tions, the financial returns for a small 
manufacturing organisation could be 
limited to an estimate Manufacturing 
and Profit and Loss Account and a 
Balance Sheet. The form in which these 
would be submitted would necessarily 
depend on the organisation and the 
accounting procedure. If a simple form 
of accounting has been adopted, then a 
statement showing opening stock, pur- 
chases, closing stock, direct wages, 
manufacturing expenses, administra- 
tive, selling and financial expenses, sales 
and estimated profit would probably 
suffice. If detailed expenses are to be 
submitted, these should be by way of 
supporting statements. In some com- 
panies the accounts could be shown 
with variations from budget or stand- 
ard; but, whatever method is adopted, 
the accounts should be presented in 
reasonably simple form. Shillings and 
pence should be eliminated. Compari- 
sons with earlier periods are always 
useful, and for this reason the accounts 
should be in columnar form. It might 
be desirable to introduce a few balance- 
sheet ratios such as ratio of working 
capital, quick assets, turnover of books 
debts, finished stock, etc. Most direct- 
ors appreciate this. Probably the fore- 
going would be sufficient, at least for a 
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start, as directors will soon think of 
other things they want submitted re- 
gularly. If such statements as “dis- 
position of funds,” comparative state- 
ment of working capital, and the like 
would prove useful (and this depends, 
of course, on the company and its 
operations), then these extra statements 
would not be out of place. Apart from 
the foregoing, it would be well to await 
specific instruction before offering any 
other financial] statements. 


In some organisations the board re- 
quires reports from such executives as 
General Manager, Sales Manager, 
Works Manager, Financial Manager, 
ete. If so, it is usual for the secretary 
to follow these up so that the reports 
are ready when required. Not always 
a pleasant duty. 

All the material required for the 
meeting having been gathered, the 
agenda can be typed and, if convenient, 
submitted to the chairman for his ap- 
proval. This really is advisable, par- 
ticularly in the early stages when either 
the chairman or the secretary, or both, 
are new, but later this may be waived. 
The notices, or reminders, regarding 
the meeting should be issued at least 
seven days before the date thereof. 
With some directors it is advisable to 
telephone again on the actual day of the 
meeting. When sending out the notices, 
a copy of the agenda, the minutes of 
the last meeting and the accounts, etc., 
can also be forwarded. The whole can 
be neatly bound in one cover. 


On the day of the meeting the secre- 
tary will have the table prepared. Pro- 
vide pads and pencils in case the direct- 
ors wish to take notes. Blotting pads 
are attractive but not essential. See 
that there are plenty of ash trays. Have 
some matches handy, and cigarettes, if 
funds run to this. If the chairman 
prefers a steel pen see that the nib is 
good and that there is ink in the well. 
Papers which are to be produced at 
the meeting should be put into correct 

— Concluded on next page 
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WORKING CAPITAL AND ITS IMPORTANCE 
IN COMPANY FINANCE 


(The Thirteenth Annual Commonwealth Institute Research Lecture 
in the University of Melbourne.) 


By K. C. 


(A synopsis of the second of a series 
of three lectures by Mr. Keown on the 
capital structure of Australian com- 
panies. The first of the series was 
given in the University of Western 
Australia in September, 1951, and pub- 
lished in The Australian Accountant, 
September, 1952.) The first lecture in 
this series dealt with the sources and 
employment of the capital of Australian 
limited liability companies as revealed 
by balance sheets published during the 
year 1950, and compared them with a 
survey which had been made by Mr. F. 
V. Magee of Sydney, in 1925/6. One 
of the aims of that survey was to try 
and establish if “ ... there is a stand- 
ard ‘working capital ratio’ for each 
type of business activity and if the con- 
ventional ‘two-to-one’ rule has any 
validity.” Unfortunately, I had to con- 
clude as a result of my analysis that 
the “two-to-one” rule for Working 
Capital was not observed by the major- 
ity of Australian companies, but that it 
was impossible, from that survey, to 
say whether this was the result of 
deliberate financial policy or was a sign 
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of weakness caused by the impact of 
inflation and difficulties in the supply 
of materials. 

The principal objects of this present 
analysis have been to study balance 
sheets of Australian companies over a 
fairly long term of years in order to 
establish whether (a) each industry 
has a characteristic “Working Capital 
Ratio,” and (b) the “two-to-one” rule 
has any validity. 

Of secondary importance has been a 
study of the methods used to finance 
the increased investment in inventories 
and trade debtors which has been neces- 
sitated by the inflationary conditions 
of recent years. 


Materials Studied 

To make this survey I have obtained 
from 112 companies balance sheets for 
as many years as are available during 
the period 1935-51. In all, 1,250 bal- 
ance sheets have been analysed. The 
results were summarised in ten tables, 
which, because of space limitations are 
not reproduced in this synopsis. 


— Continued on opposite page 
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order to obviate fumbling during the 
meeting. A copy of the Articles and 
the Act should be handy—also the min- 
ute book. If any books, such as the 
articles or minute books, are likely to 
be referred to, mark the place before 
the meeting so that reference can be 
made without delay. If meetings are 
likely to be of long duration or, maybe, 
difficult, arrange for a cup of tea and 
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biscuit to be served. This always helps. 
Make sure all directors are comfortably 
seated; and, if any have special fads or 
fancies, try to cater for them. 


Having made sure that everything is 
quite in order, and that the creature 
comforts of your directors have been 
attended to, put on your best smile and 
welcome the directors as they arrive. 
Some day you may be a director your- 
self. 
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WORKING CAPITAL — Continued 


The Nature of Working Capital 

There is general agreement that 
Working Capital, or Net Working Capi- 
tal as it is sometimes called, is the 
difference between the Current Assets 
and Current Liabilities of a business. 
There is not, unfortunately, this same 
general agreement concerning the 
nature of Current Assets and Current 
Liabilities, and there are a number of 
diverse descriptions contained in cur- 
rent literature. 


The oldest and most frequently- 
quoted description of Current Assets 
is that which applies a time test of one 
year to determine their segregation 
from Non-Current Assets. This is 
sometimes supplemented by a test of 
intention; that is, the intention of the 
management of the business in relation 
to the realisation of the asset within 
the period of one year from the date 
of the statement in question. 


The Accounting Research Committee 
of The American Institute of Account- 
ants in its Research Bulletin No. 30, 
issued in 1947, has put forward an al- 
ternative test for distinguishing Cur- 
rent Assets. This test is not predicated 
upon a one year period for realisation, 
but instead, rests upon a period deter- 
mined by the length of what is described 
as the “Normal Operating Cycle of the 
Business.” 


For the purposes of this survey the 
descriptions of the American Institute 
of Accountants have been followed and 
no attempt has been made, for example, 
to segregate trading stocks into current 
and non-current groups, and all trad- 
ing stocks and trade debtors have been 
classified as Current Assets. 


In the classification of liabilities 
there are three items which should be 
commented upon. Bank overdrafts 
have been classified as Current Liabili- 
ties, as too have provisions for pay- 
ment of income taxation and proposed 
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dividends. Whatever view of Working 
Capital is adopted it does seem that 
the amount owed to a banker on cur- 
rent account should be regarded as a 
current debt. The experience of recent 
months in Australian business should 
place the question beyond all doubt and 
satisfy those who have previously had 
doubts about the “currency” of a bank 
overdraft. The classification of esti- 
mated liabilities for income taxation 
and proposed payments of dividends 
seems to have been finally determined 
by the “Recommendations on Account- 
ing Principles” of the Institute of 
Chartered Accountants in Australia, 


which are now followed by most com- 
panies publishing accounts in Australia. 


Factors Determining the Desirable 
Margin of Working Capital 

For a long time the idea in account- 
ing circles that a business should have 
a Working Capital ratio of at least two- 
to-one has had such prominence that it 
could almost be regarded as the “Golden 
Rule” of business finance. In recent 
years, however, thoughtful writers have 
been at pains to point out that a hard 
and fast rule such as this is of doubtful 
validity because the Working Capital 
requirements of businesses will vary 
tremendously. 

Despite this criticism by writers on 
accounting and finance, it is interesting 
to note that some business analysts still 
regard a ratio of two-to-one as the 
minimum for the safe conduct of a 
business. Notable among these writers 
is Mr. Roy A. Foulke. In his book, 
“Practical Financial Statement Analy- 
sis,” this comment is made: “Over the 
years the practical standard of the ratio 
of Current Assets to Current Liabilities 
has come to be recognised as ‘two-to- 
one’ for industrial and commercial 
business concerns.” 


The two items among the circulating 
assets which will have the most in- 
fluence on Working Capital require- 
ments are trade debtors and stock in 
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trade. These two items will influence 
capital requirements in this way: if the 
stock which is being merchandised is 
slow moving or takes a relatively long 
time to produce, then the business con- 
cerned will require a relatively large 
Working Capital; if the goods are sold 
on comparatively long terms then, too, 
will the Working Capital requirement 
be relatively great. On the other hand, 
some businesses are in the position of 
having either no debtors or no stock, 
and their Working Capital requirements 
will be correspondingly reduced. 


Then again there is another factor 
which can have a great influence on the 
desirable margin of Working Capital; 
it is the relationship existing between 
the time of receiving the revenue of 
the business and the time of making 
cash outlays for the relevant costs and 
expenses. Some businesses are in the 
very fortunate position of receiving 
their revenue before making cash out- 
lays, and their desirable margin of 
Working Capital is correspondingly re- 
duced. 


Results of Survey 


The earlier years of the period in- 
cluded in the survey are possibly the 
most significant for the purpose of 
establishing whether each industry has 
a characteristic Working Capital ratio, 
because in those years the companies 
concerned were not working under the 
strain imposed by inflationary condi- 
tions and the Working Capital ratio 
then maintained will more nearly reflect 
the result of management policy. 

During the years 1935-46 the aver- 
age Working Capital ratio for all but 
two of the ten groups studied exceeded 
two-to-one, and in most cases varied 
between two-to-one and five-to-one dur- 
ing the period. 

It is of interest to compare these 
figures with comparable American cases 
and in Foulke’s “Practical Financial 
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Statement Analysis” this comment is 
made :— 

“The spread in the typical ratios 
of Current Assets to Current Liabili- 
ties is narrow. Only five lines of 
business activity (out of the 70) in 
this schedule show a five year aver- 
age current ratio below the “two-to- 
one” standard, namely, canners of 
fruits and vegetables with an aver- 
age of 1.78 times, wholesalers of 
wines and liquors with 1.82 times, 
breweries with 1.84 times, foundries 
with 1.99 times and wholesalers of 
cigars, cigarettes and tobacco with 
1.99 times. On the other hand, 8 out 
of the 42 manufacturing lines, 9 out 
of the 21 wholesaling lines, and five 
out of the seven retailing lines dis- 
close 5-year average current ratios 
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greater than ‘three-to-one’. 


The tables which I have prepared 
show a fairly wide variation between 
the various group of companies. Refer- 
ence to the three subdivisions of the 
Trade and Commerce classification 
shows that in the earlier years of our 
sample the average ratio reached as 
high as five or six-to-one. In the Manv- 
facturing groups only twice did the 
average ratio reach four-to-one. It 
seems clear from this that trading 
businesses endeavour to maintain a 
higher ratio than do those engaged in 
manufacture. The reason is probably 
that in most merchandising businesses, 
in “normal” times, a higher investment 
in stocks is demanded than in the case 
of manufacturing businesses. 

Within the groups quite a wide varia- 
tion is apparent. Some companies have 
a low ratio while others have a high 
ratio and the variation is so great that 
the averages for the different groups 
cannot be said to be characteristic of 
those trades and industries. ll that 
the average can show us is the general 
condition within an industry and also 
that in certain trades and industries 4 





1Roy A. Foulke—‘‘Practical Financial Statement 
Analysis,’’ page 196. 
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WORKING CAPITAL — Continued 


higher investment in Working Capital 
is required. 


The “Two-to-one” Rule for Working 
Capital 

The second objective of this survey 

is to examine the traditional “two-in- 

one” rule to see if it is maintained by 

Australian companies and to endeavour 
to establish its validity. 


Examination of the tables shows that 
in the period 1935-46 the group average 
ratio in most trades and industries was 
in excess of 2:1. In addition to this 
evidence, further analysis of the tables 
shows that the majority of companies 
in this period maintained a ratio in 
excess of this supposed standard. The 
following summary of all the companies 
in the Manufacturing and Trade and 
Commerce classification reveals this 
fact— 


Number of Companies With a Ratio of 
Two-to-one or Greater 


No. of No. 2:1 
Companies or Greater 











1951 








An examination of individual com- 
pany histories shows that very few 
maintained a margin of less than 100% 
for long periods. The following table 
shows for the period 1935-1946 how 
few of the companies in our sample 
maintained a smaller than standard 
ratio for any length of time— 


Companies Maintaining Working Capital Ratio of Less Than 2:1 During Years 1935-46 
companies maintained ratio of less than 2:1 for 12 years 
company maintained ratio of less than 2:1 for 11 years 
company maintained ratio of less than 2:1 for 10 years 


company maintained ratio of less than 
compand maintained ratio of less than 
company maintained ratio of less than 
companies maintained ratio of less than 


In most companies, therefore, we can 
conclude that it was the policy of man- 
agement to maintain a ratio of at least 
two-to-one. An examination of the 
cases contained in the above table pro- 
duces some very interesting informa- 
tion which may explain why this low 
margin had been maintained. 


The companies listed as having the 
low ratio for 11, 10, 7 and 6 years are 
all in the foodstuffs group, and it is 
Possible that they are all dealing with 
an inventory which turns over rapidly 
and would thus lessen their Working 
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for 9 years 
for 7 years 
for 6 years 
for 5 years 


2:1 
2:1 
2:1 
2: 


1 


Capital requirements. In the case of 
the companies having the low ratio for 
12 years, a large portion of their cur- 
rent debt consisted of Bank Overdraft 
and it is possible that in these cases the 
management had sufficient confidence 
in their Bank Manager, and he in them, 
to rely almost permanently on this 
source of current finance. This would 
enable them to work on a narrower 
margin. 

Consequently, there do seem to be 
reasons in all these cases for the main- 
tenance of a less than “two-to-one” 
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ratio and they do little to destroy the 
evidence that is provided by the major- 
ity of cases. If we admit that this 
evidence establishes the existence of an 
almost standard practice in this regard, 
is there any theoretical explanation or 
justification for it? I think there is, 
and it lies in the simple fact that in 
businesses operating on normal trade 
terms, it will be necessary to have 
capital available to finance the purchase 
of one month’s goods. The purchase 
of the subsequent month’s goods will 
be financed almost entirely by the col- 
lections which will be received from 
debtors for the sale of the first month’s 
goods. Thus from this fact it can be 


seen that as a basis the business will 
need to have a margin equal to one 
month’s purchases of goods, and this 
will mean approximately a margin of 
100% or a two-to-one ratio of Current 
Assets to Current Liabilities. 

It is instructive to notice that evi- 
dence collected by American analysts 
shows in that country a stricter adher- 
ence to a minimum ratio of two-to-one 
than is the case here. The following 
table, taken from James H. Bliss: Fin- 
ancial and Operating Ratios in Manage- 
ment, illustrates that for the war period 
of 1914-1918 and the subsequent in- 
flationary period of 1919, 1920 and 
1921, most American companies main- 
tained Working Capital ratios in excess 
of two-to-one. 


Working Capita] Position of 189 Representative Companies in Various Industries 
(All sums stated in millions of dollars) 








Total 
Current 
Assets 


Total 
Current 
Liabilities 


Net 
Working 
Capital 





$2,410 
2,800 
3,626 
4,931 
5,795 
6,054 
6,558 
5,296 


$643 
776 
981 
1,805 
2,248 
2,115 
2,330 
1,423 


$1,767 
2,024 
2,645 
3,126 
3,547 
3,939 
4,228 
3,873 





(Bliss—“Financial and Operating Ratios in Management,” page 158) 


Analysis for the years 1940 to 1944, 
and from the same writer’s Theory of 
Corporate Net Profits fer 1945 to 1947. 


Roy A. Folke: The following selec- 
tion for the years 1940-1947 is taken 
from Practical Financial Statement 


Working Capital Ratios in American Businesses 








1947 


2.76 
2.62 
2.58 
2.26 
2.83 


1940 


2.64 
2.71 
2.58 
1.92 
2.25 


1941 


2.07 
2.23 
2.20 
1.76 
1.93 


1942 1943 


1.91 1.92 
1.73 1.88 
1.92 1.80 
2.25 2.06 
2.58 3.16 


1944 


2.52 
2.17 
2.14 
2.42 
3.21 


1945 


2.51 
2.65 
2.34 
2.53 
3.87 


1946 


2.46 
2.39 
2.46 
2.51 
3.06 


Manufacturers 





Elecrical Parts and Supplies 
Machinery, Industrial 

Auto Parts and Accessories 
Packers, Meat and Provisions 
Clothing, Men’s and Boys’ 

Retailers 


Department Stores $3.27 2.96 2.91 2.54 2.40 2.83 3.14 3.09 
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WORKING CAPITAL — Continued 


The evidence from all sources, I sug- 
gest, is strong enough to establish the 
existence of the two-to-one rule as a 
stardard for most manufacturing and 
trading business. Any departure from 
this stardard, either upward or down- 
ward, should be the subject of enquiry; 
if upward, the management should be 
able to show that the increased margin 
is necessary and is not a wasteful use 
of the proprietors’ capital; if down- 
ward, it should be demonstrated that, 
because of the rate of turnover of 
debtors or stock, or both, or for some 
other reason, an undue risk is not being 
incurred. 

Methods Used to Finance Increased 
Investment in Debtors and Inventories 
The methods which have been used to 


finance Trade Debtors and Inventories 
during the recent inflationary period 
can be best illustrated by taking a 
sample of balance sheet of 46 companies 
in the Manufacturing groups of Cloth- 
ing, Foodstuffs, Electrical Equipment 
and Automobiles for the years 1949, 
1950 and 1951; and of 24 com- 
panies for the years 1947 to 
1951 in the Trade and Commerce 
groups. This selection is made because 
it enables us to study the balance 
sheets of the same companies in each of 
the years. 


The following table shows how the 
Current Assets have been increased in 
recent years, and from which sources 
the necessary funds have been ob- 
tained— 








Sources of Current Asset Finance 
(In £1,000 Units) 


Current 
Assets 


Creditors Bank 


Working 


Current Liabilities L 
Capital 


Total 


46 MANUFACTURING COMPANIES 


1949 £35,771 
1950 44,731 
1951 60,906 


Inc. 1949-51 £25,135 


£18,403 
22,824 
33,836 
£15,433 


Percentage of Increase 61.4% 


£13,705 
18,515 
22,295 
£8,590 


34.2% 


£22,066 
26,216 
38,611 
£16,545 


65.8% 


£3,663 
3,392 
4,775 
£1,112 


44% 














24 TRADING COMPANIES 


£12,829 
18,889 
21,916 
29,892 
56,786 
£43,957 


1947 
1948 
1949 


£32,582 
39,139 
44,227 
1950 54,466 
1951 89,364 
Inc. 1947-51 £56,782 


Percentage of Increase 17.4% 


£14,008 
20,909 
23,784 
33,711 
61,910 
£47,902 


84.3% 


£18,574 
18,230 
20,443 
20,755 
27,454 
£8,880 


15.7 % 


£1,179 
2,020 
1,868 
3,819 
5,124 
£3,945 


6.9% 








In the Manufacturing group the in- 
creased investment in Current Assets 
in the period 1949-1951 has been fin- 
anced by obtaining 61.4% of the funds 
from creditors, 4.4% from bankers and 
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84.2% from non-current sources. In the 
trading companies 77.4% of the in- 


creased capital was obtained from 
creditors, 6.9% from bankers and only 
15.7% from non-current sources. 





WORKING CAPITAL — Continued 


This shows how very heavily these 
companies have relied on the forebear- 
ance of creditors on open account for 
the finance of Inventories and Debtors. 
So long as trading conditions remain 
buoyant this method of finance will not 
result in any harm to the companies 
concerned. But, when the rate of turn- 
over of stocks becomes slower and 
debtors take more than the normal 
period to pay their accounts, this 
method of finance may lead to the com- 
panies concerned being seriously em- 
barrassed. It is a further illustration, 
I think, that where inventories and 
debtors form a significant portion of 
the circulating capital of a company, 
any increases should be financed by at 
least half the capital being obtained 
from non-current sources. 


In conclusion, I would like to draw 
attention to what I consider to be de- 
ficiencies in our methods of accounting 
for Working Capital and appraising the 


effectiveness with which it is being 
managed. From the survey I have made, 
it does appear that most manufactur- 
ing and trading businesses should main- 
tain a Working Capital margin of 100 
per cent., that is, a ratio of at least 
two-to-one. This, however, fixes only a 
lower limit and merely shows what de- 
gree of liquidity is necessary in order to 
maintain a margin of safety and to en- 
sure the stability and continued opera- 
tion of the business. To be completely 
effective and to provide more positive 
information for management purposes, 


it seems that other methods of account- 
ing should be adopted. In particular, 
we should develop the relationship be- 
tween the amount of Working Capital 
employed in a business and the volume 
of its turnover. This would not only 
aid in determining what was a desir- 
able upper limit in the Working Capital 
margin and thus provide a pointer 
to over-capitalisation and consequent 
waste, but would provide information 
about how much Working Capital was 
necessary to finance a given volume of 
turnover. 

I suggest that accountants pay atten- 
tion to this aspect and calculate ratios 
of sales turnover to circulating capital. 
It is suggested that this ratio be calcu- 
lated by reference to the amount of 
circulating capital, that is the cash, 
stocks and debtors, and that items such 
as liquid investments which do not 
enter into the operating cycle be ex- 
cluded. To achieve precision it would 
be necessary to take an average of the 
circulating capital employed during a 
period, and for this purpose, monthly 
figures would be desirable. However, 
if this is not possible the average of the 
opening and closing figures could be 
substituted. The ratio could be expres- 
sed as so many pounds of Working 
Capital to every £1,000 of turnover. As 
I have said, this would in time aid in 
measuring the adequacy of the Work- 
ing Capital, but it would also serve the 
more positive purpose of establishing 
how much capital must be committed to 
finance any planned increase in turn- 
over. 








IN PRIVATE PRACTICE. 


Mr. J. Whelan, F.A.S.A., has retired from the position of Audit Inspector on 
the staff of the Commonwealth Auditor-General, after eleven years’ service, and has 
resumed practice as a public accountant at Bentleigh, Victoria. 
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BOOK REVIEWS 


A LITTLE ON A BIG SUBJECT 

Company Accounting: J. F. Bateman; 
Sweet & Maxwell (London); Pp. 
150; Price 42/-; Our copy from The 
Law Book Co. of Australasia Pty. 
Ltd. 


VERY now and then an author in 
the field of accounting literature 
accepts the humble but somewhat ex- 
acting task of writing a short book on 
accounting. 

This imposes upon the author the 
discipline of lucidity and conciseness. 
Often the title is misleading, causing 
the reader to expect a good deal more 
than he is entitled to from a short 
treatment of the subject matter. This 
is just such a book. 

The subject matter falls readily enough 
into three distinct. sections. The first 
deals with assets, liabilities and reserves ; 
the second with items in the profit and 
loss account and balance sheet; and the 
third with a miscellany of items in- 
cluding group accounts, new. issues and 
capitalisation, share valuations, and 
reconstruction and amalgamation. 
Most of the text is devoted to dealing 
with these items directly in relation to 
the English Companies Act 1948, the 
Eighth Schedule of the Act, and the 
Recommendations of the Institute of 
Chartered Accountants in England and 
Wales on the appropriate statutes in 
the English law. The reader interest 
is therefore very restricted, except that 
the book contains much that is helpful 
to anyone wishing to engage in some 
study of the operations of the statutes 
on English accounting technique. 

A point worth mentioning arises in 
the chapter dealing with the interpre- 
tation of accounts. The author ex- 
presses this view— 

“Although the two statutory 
Capital Reserves—the share pre- 
mium and the capital redemption re- 
serve funds—may be applied in pay- 
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ing up bonus shares, it is doubtful 

if a surplus due to an appreciation 

in fixed assets above their original 
cost could be applied in the same 

way.” d 

If the action on asset revaluation 
and bonus shares of no less than 
seventy Australian companies within 
the past few years is any guide, this 
doubt is not entertained here. 

The chapter on group accounting 
serves to emphasise some of the diffi- 
culties associated with consolidated ac- 
counts in which minority interests 
must have proper representation. It 
also covers briefly the delicate ques- 
tions of goodwill and pre-acquisition 
reserves. 

It is always doubtful if a short treat- 
ment of the very complex subject of the 
valuation of unlisted shares serves a 
very useful purpose. Actually, in this 
book, the author does a capable job 
within the limits of a brief chapter, 
but it is not enough on this subject. 

The same can be said of the final 
chapter on reconstruction and amal- 
gamation, but in fairness it must be 
added that the subject is dealt with 
only from the standpoint of statutory 
provisions. 

Summing up, the book is of limited 
interest to Australian readers outside 
the circle of those who are keen enough 
to keep up to date on the influence of 
of the accounting provisions of the 
English Companies Act 1948 on the 
presentation of accounts. Even then, 
the book should be studied with the 
English Act, the Eighth Schedule, and 
the Recommendations of the Chartered 
Institute opened at the same time. 

V. L. GOLE. 


Proprietary and Private Companies in 
Australia: Second Edition; R. Keith 
Yorston and E. E. Fortescue; The 
Law Book Company of Australasia 
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BOOK REVIEWS — Concluded 
Pty. Ltd., 1952; Pp. 264; Price, 
£2/2/-. 

A review of this book presents no 
difficulty. It deals comprehensively 
with all aspects of these companies, 
their advantages and disadvantages, 
formation, statutory duties, and general 
practice. It includes a concise explana- 
tion of the methods of converting an 
existing business and an existing com- 
pany into a proprietary or private com- 
pany. 

The new features of the second edi- 
tion are the sections of the State Acts 
dealing with proprietary and private 
companies and examples of taxation 
payable by a sole trader, a partnership, 
and a proprietary company. 

Once it is decided to adopt the com- 
pany form of trading, the work of for- 
mation is usually done by a solicitor 
and a practising accountant in conjunc- 
tion with the promoters. 


Management will find the book most 
useful in dealing with transactions in 
shares, debentures, appointments and 
relationships of directors with the com- 
pany, requirements in connection with 
statutory and financial books, the pre- 
paration and filing of returns, the hold- 
ing of meetings, minutes and resolu- 
tions, etc. 


The sections of the State Acts deal- 
ing with these companies are most in- 
teresting to practising accountants. 
Though the proprietary company was 
invented in Victoria and incorporated 
in its Companies Act 1896, the book 
shows that it lags behind the other 
States in not requiring the accounts of 
proprietary companies to be audited. 


A copy of the second edition of this 
book is essential to every proprietary 
and private company; the first edition 
published in 1937 being out of date. 


E. T. SPACKMAN. 





CAN MARGINAL COSTING SOLVE COST 
PROBLEMS 7 — Concluded 


absorb additional overhead if one 
department is closed. 


. The summary is extremely useful. 
It sets out the contribution of each 
department to meet indirect ex- 
penses against the amount allo- 
cated to departments. The excess 
over assumed indirect costs, or the 
deficiency under that figure, is a 
useful guide for ascertaining if 
each department is efficient by see- 
ing to what extent, if any, it can 
stand on its own feet. This pre- 
vents the possibility of making 
errors similar to that of the 
American railroad companies 
mentioned above. 


The example is of departments, but 
the significant features would apply 
equally well to cost statements for pro- 
ducts or process. 


14 


Conclusion. 

In any consideration of the type of 
cost system to be used it must be 
realised that costs are not a fixed in- 
variable figure for all purposes. What 
must be taken into account in arriving 
at cost information depends on the pur- 
pose for which the cost figures are re- 
quired. 

Subject to this qualification it is sug- 
gested that, for what may be called 
general cost purposes, marginal costing 
is more suitable, because it recognises 
the fact that indirect costs are not in- 
curred by departments in any syste- 
matic manner, and that an attempt to 
allocate them is basically unsound. The 
ideal solution is to set out cost state- 
ments and statements of departmental 
results, etc., by the Marginal Cost 
method, and then include, if desired, an 
allocation of indirect costs as a sub- 
sidiary statement. This more effectively 
reflects business facts and highlights 
vital aspects of the cost structure. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


Under this heading, for some time, 
it has been the custom to publish at 
intervals a brief commentary on articles 
of importance which have appeared in 
overseas accountancy journals. Though 
brief, the commentary has been de- 
signed to give readers of The Aus- 
tralian Accountant some indication of 
the contents of each article referred to, 
and of the views of the writer. The 
last of these commentaries appeared in 
the November issue, and brought the 
articles referred to up to those which 
had appeared in issues of the overseas 
journals published in the early months 
of 1952. 


Soon after this instalment of the 
commentaries was written, the com- 
mentator left Australia for an over- 
seas trip, which included attendance at 
the Sixth International Congress of 
Accounting in London in June. Dur- 
ing his absence, mainly because of the 
pressure on available space in The Aus- 
tralian Accountant, no additional com- 
mentaries were written. It is now de- 
sired to resume this section of The 
Australian Accountant, and bring it up 
to date again as quickly as possible. 
In view, however, of the lapse of the 
period of about nine months since the 
last commentary was written, it will 
obviously not be possible to review 
those articles which have appeared in 
the meantime, even to the limited ex- 
tent which has been customary in the 
past. In this instalment of the com- 
mentaries, therefore, a bare list is 
given of the more important articles 
which have appeared since the last com- 
mentary appeared. In future instal- 
ments it is hoped to return to the pre- 
Vious practice of making brief com- 
ments on each article. 
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Sixth International Congress on 
Accounting 


The official proceedings of the Sixth 
International Congress on Accounting 
were published on the 14th January, 
1953, and copies were posted to sub- 
scribers on the following day. Shortly 
after these notes appear, therefore, the 
official volume will be in the hands of 
subscribers in Australia. Those who 
wish to receive copies of the book, and 
who have not already made application, 
should forward their applications to 
the Secretary, Sixth International Con- 
gress on Accounting, c/o The Institute 
of Chartered Accountants in England 
and Wales, Moorgate Place, London, 
E.C.2, stating the number of copies re- 
quired, and the address or addresses to 
which they should be sent. A remit- 
tance of £2/2/- sterling for each copy 
required should accompany applica- 
tion. As there will be only a limited 
supply of these books, early applica- 
tions are advisable. Meanwhile, it may 
be useful to include in these notes a 
list of the articles in overseas journals 
dealing with the Congress. These are: 


The Accountant— 

21st June, 1952: A summary of pro- 
ceedings on the first and second 
days, including a report of the ser- 
vice at Westminster Abbey, the 
President’s opening address, the 
rapporteurs’ summaries of papers 
on fluctuating price-levels in re- 
lation to accounts, and accounting 
requirements for issues of capital, 
and a summary of the discussions 
on these papers. 

28th June, 1952: Leading article— 
After the Congress; report of the 
dinner at the Guildhall; Presi- 
dent’s closing address; report of 
various social activities; rap- 
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CURRENT PROBLEMS — Continued 


porteurs’ summaries and sum- 
maries of discussions on the papers 
dealing with the accountant in in- 
industry, the accountant in prac- 
tice and in public service, and the 
incidence of taxation. 

5th and 12th July, 1952: Accountant 
in Practice: paper by G. F. Saun- 
ders. 

9th and 26th July, 1952: Accountant 
in Industry: paper by F. R. M. 
de Paula. 

2nd August, 1952: The Accountant 
in Industry: paper by W. S. Risk. 

16th August, 1952: Fluctuating Price 
Levels in Relation to Accounts: 
paper by Prof. B. J. S. Wimble. 

23rd August, 1952: Fluctuating 
Price Levels in Relation to Ac- 
counts: paper by Messrs. P. 


Lauzel, J. Poly and A. Cibert. 
30th August, and 6th September, 

1952: Incidence of Taxation in the 

United Kingdom: paper by G. B. 


Burr. 

13th and 20th September, 1952: 
Accounting Requirements for Is- 
sues of Capital: paper by Ian W. 
MacDonald. 

27th September, 1952: The Account- 
ant in Practice and in Public Ser- 
vice: paper by T. Coleman 
Andrews. 

The Journal of Accountancy— 

September, 1952: One Man’s View of 
the Sixth International Congress 
on Accounting: John L. Carey, 
Executive Director of the Ameri- 
can Institute of Accountants. 

The Canadian Chartered Accountant— 

September, 1952: The Accountant in 
Practice: paper by C. L. King; 
and his comments on the Congress. 

September and October, 1952: The 
Accountant in Practice: paper by 
G. F. Saunders. 

October, 1952: Accounting Require- 
ments for Issues of Capital: paper 
by J. R. M. Wilson. 


The New York Certified Public 
Accountant— 
August, 1952: Comments by Ben- 
jamin Harrow. 


The Cost Accountant— 

July, 1952: Leading article on the 
Congress, a description of the pro- 
ceedings, and papers by F. R. M. 
de Paula and W. S. Risk on The 
Accountant in Industry. 

August, 1952: Continuation of the 
report of the discussion on the 
accountant in industry, summaries 
of the rapporteurs’ comments on 
all papers, and a short report of 
the discussion on each paper. 

The Accountants’ Journal (N.Z.)— 

August, 1952: The Incidence of In- 
come Taxes: paper by R. D. 
Brown. 

Accounting Requirements for Is- 
sues of Capital; paper by W. L. 
Birnie. 

Review of the social and other 
functions. 

September, 1952: Impressions of a 
New Zealand Delegate: R. D. 
Brown. 

Summary of W. L. Birnie’s paper, 
The Accountant in Industry. 


The Accountants’ Journal (England)— 
July, 1952: A concise summary of 
all the proceedings. 


Accountancy— 

July, 1952: Leading article on Con- 
gress: impressions of visitors; a 
brief account of the proceedings 
and social functions; and sum- 
maries of the technical sessions on 
fluctuating price levels in relation 
to accounts and accounting re- 
quirements for capital issues. 

August, 1952: Report of the tech- 
nical sessions on the accountant in 
industry and the accountant in 
practice and public service. 

September, 1952: Report on the tech- 
nical sessions on the incidence of 
taxation. 
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CURRENT PROBLEMS — Continued 


ACCOUNTING AND PRICE-LEVEL 
CHANGES 

Perhaps the subject which evoked 
the greatest interest and aroused the 
greatest controversy at the Inter- 
national Congress was that of changing 
price-levels in relation to accounts. In 
addition to the papers and discussion 
at the Congress, a great many pub- 
lished comments on various aspects of 
this thorny problem appeared during 
the year. Prominent among these were 
four official or semi-official publications 
as under :— 

Recommendation XV of the Institute 
of Chartered Accountants in Eng- 
land and Wales, which appeared in 
The Accountant, 31st May. 

Changing Concepts of Business In- 
come: a report of a study group 
financed by the Rockefeller Foun- 
dation and the American Institute 
of Accountants. 

The Accountancy of Changing Price- 
Levels, published by the Institute 
of Cost and Works Accountants. 

Accounting for Inflation: a research 
study of the Taxation and Re- 
search Committee of the Associa- 
tion of Corporate and Consulting 
Accountants, published by Gee & 
Co. Ltd. 

The following articles have appeared 

in the overseas journals named :— 
The Canadian Chartered Accountant— 

October, 1952: Accounting in Rela- 
tion to Changes in the Purchasing 
Power of Money (critical com- 
ments on the recommendation of 
the Institute of Chartered Account- 
ants in England and Wales): 
George G. Richardson. 

The Accountant— 

Ist March, 1952: Leading article on 
Changing Concepts of Business 
Income; the report of the study 
group in U.S.A. 

Are the Figures Any Use? J. Clay- 
ton. 
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5th April, 1952: Leading article on 
the publication of the Institute of 
Cost and Works Accountants, “The 
Accountancy of Changing Price 
Levels”. 

12th April, 1952: Rising Prices due 
to Inflation—a defence of the re- 
commendation of the Institute of 
Chartered Accountants in England 
and Wales: Sir Harold Howitt. 

10th May, 1952: Accounting for 
Business: Income and Solvency by 
Historical Cost: G. W. Murphy. 

3lst May, 1952: Leading article on 
the recommendation of the Insti- 
tute of Chartered Accountants in 
England and Wales. 

21st June, 1952: Leading article on a 
memorandum submitted by Pro- 
fessor F. W. Paish to the Royal 
Commission on Taxation of Profits 
and Income. 

5th July, 1952: Monetary Profit or 
Real Profit?—comment on the re- 
commendation of the Institute of 
Chartered Accountants in England 
and Wales: H. A. Briscoe. 

18th October, 1952: Comments by 
G. O. May on the discussions at 
the Congress, and a leading article 
thereon. 


Accountancy— 

March, 1952: Provisions for the Re- 
placement of Wasting Assets: 
L. C. Hawkins. 

May, 1952: “Accounting and Infla- 
tion”’—leading article on Sir 
Harold Howitt’s comments. 

June, 1952: Leading article on the 
continuity of business; and com- 
ments by C. Percy Barrowcliff. 


The Accounting Review— 

April, 1952: The Significance of In- 
vested Cost: A. C. Littleton. 

July, 1952: A lengthy review, by 
George R. Husband, of—Changing 
Concepts of Business Income. 

An Inquiry into the Nature of 
Business Income under Present 
Price Levels: Arthur H. Dean. 





CURRENT PROBLEMS — Continued 


Business Income and Price Levels: 
G. O. May. 
Five Monographs on Business In- 
come: Sidney S. Alexander, Martin 
Bronfenbrenner, Solomon Fabri- 
kant and Clark Warburton. 
Income: A Measurement of Cur- 
rently Added Purchasing Power 
Through Operations: Donald L. 
Raun. 
The Impact of Relativism on Ac- 
counting: Konrad Engelmann. 
October, 1952: Changes in Monetary 
Value and problems of Conversion: 
J. M. Yang. 
An Effort to Define Business In- 
come: H. T. Scovill. 
Revaluation and Depreciation of 
Plant Assets: Jack L. Kempner. 


Cost and Management— 
September, 1952: The Measurement 
of Profit for Executive Decisions: 
K. F. Byrd. 


The Accountants’ Journal (England) — 

March, 1952: Accounting for Infla- 

tion: the views of Lord Latham, 

C. Percy Barrowcliff and Sir 
Archibald Forbes. 

August, 1952: Comment on the re- 
search study of the Taxation Re- 
search Committee of the Associa- 
tion of Corporate and Consulting 
Accountants. 


The Illinois Certified Public 
Accountant— 
March, 1952: Review of Changing 
Concepts of Business Income: 
Eric Kohler. 


The Journal of Accountancy— 

February, 1952: Summary by the 
Chairman of the Executive Com- 
mittee of the Study Group of 
Changing Concepts of Business 
Income. 
Discussion of the study group’s 
repert, the statement by the 


American Accounting Association, 
and comments at the 1951 annual 
meeting of the Controller’s Insti- 
tute: G. O. May. 

Comments on the study group re- 
port and the American Accounting 
Association statement: Samuel J. 
Broad. 

October, 1952: How Inflation is 
Being Recognized in Financial 
Statements in the Netherlands 
(the essence of one of the Con- 
gress papers): A. Goudeket. 

November, 1952: A Proposal for the 
Adoption of Standards af Dis- 
closure for Changing Price Levels: 
Paul Grady. 


The Canadian Chartered Accountant— 


March, 1952: Valuation of Commer- 
cial Assets: Lea Kennett. 

August, 1952: A Method of Replace- 
ment Accounting: Peter Bakker. 
September, 1952: Should Accounts be 

Corrected for Changing Money 
Values?: Kenneth F. Byrd. 
November, 1952: Problems Arising 
from the Decline in the Purchas- 
ing Power of the Dollar: V. W. 
Scully. 
Accounting under Changing Money 
Values: G. R. Richardson. 


The Cost Accountant— 
May, 1952: French Fiscal Policy in 
an Inflationary Economy: Fran- 
cois M. Richard. 


The Accountants’ Journal (N.Z.)— 


June, 1952: Determination of Busi- 
ness Income in Times of Rising 
Prices (the first annual research 
lecture of the N.Z. Society) : E. D. 
Wilkinson. ; 

August, 1952: Rising Price Levels in 
Relation to Accounts: A summary 
of papers on the subject at the 
Congress: T. R. Johnston. 


— Concluded on page 135 
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THE CLEARING HOUSE 


The Doctrine of Conservatism. 


T the end of his thoughtful note on 

the Doctrine of Conservatism in 
financial management and in account- 
ing, which appeared in the January 
issue of The Australian Accountant, 
Mr. Wm. C. O’Halloran invited an 
opinion from me on the points raised 
by him. 


The word “conservatism” as used by 
accountants is a good example of the 
use in a restricted technical sense of 
a word in common use. The concise 
Oxford Dictionary gives four meanings 
of conservative, viz., preservative, 
moderate, cautious, purposely low. 
Perhaps some part of what Mr. O’Hal- 
loran thinks is confused thought on 
the subject may arise from the fact 
that some technical writers use “con- 
servatism” in the sense of “purposely 
low” whilst others use it in the sense 
of “moderate” or “cautious”. Thus in 
the statements quoted by Mr. O’Hal- 
loran, Mr. Victor L. Gole used the 
term in the sense of deliberate (and 
unjustifiable) understatement of in- 
come and of financial position; Mr. 
R. A. Irish distinguished between 
caution in the estimation of annual 
profits and asset valuation and “a 
policy of concealment calculated to 
show an equalized profit year by year”; 
Mr. J. K. M. Carroll used the word in 
the sense of cautious; and Mr. L. Gold- 
berg stated in effect that in one form 
the doctrine of conservatism might 
amount to an advocacy of deliberate 
and unjustifiable understatement. 


Mr. O’Halloran also referred to the 
statement by me that there has been 
a shift of emphasis in accounting from 
conservatism to the rival doctrines of 
consistency and disclosure. Reviewed 
apart from its context the extract 
quoted by Mr. O’Halloran would lay me 
Open to the charge that I had not 
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clearly indicated what I meant by con- 
servatism in accounting. I think I might 
be acquitted on a reading of the full 
text of the lecture from which Mr. 
O’Halloran’s extract was taken. In 
particular I quote the following sen- 
tence (Current Accounting Trends, pp. 
21-22). “The revolution in thought 
(as to the comparative importance of 
the rival doctrines of conservatism on 
the one hand and consistency and dis- 
closure on the other) has expressed 
itself in a re-examination of accounting 
practice in the light of pure accounting 
theory and in the new concept that 
pure accounting should be distin- 
guished from financial policy.” 


This seems to me to be precisely the 
point that Mr. O’Halloran raises. Con- 
servatism in financial management is, 
as Mr. O’Halloran maintains, “just as 
important as ever it was”: undisclosed 
conservatism in accounting is contrary 
to now generally accepted accounting 
standards. 


It must be remembered that every 
profit and loss statement and every 
balance sheet is to some extent an ex- 
pression of informed opinion. In 
forming an opinion as to the fairness 
of an accounting statement certain 
rules such as the “three golden rules” 
mentioned by Mr. O’Halloran should be 
consistently applied from period to 
period: any departure from those rules 
should be clearly disclosed. This is 
the “revolution” in thought which has 
taken place and which justifies the 
claim that the doctrine of conservatism 
in accounting, in the sense of deliberate 
and concealed understatement, has 
been replaced by the doctrines of con- 
sistency and disclosure. I imagine 
that every one of the writers quoted 
by Mr. O’Halloran would accept that 
view. But Mr. O’Halloran has shown 
that perhaps we should be a little more 
careful in our use of non-technical 
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THE CLEARING HOUSE — Continued 


terms in a technical sense, without ex- 
plaining precisely the sense in which 


we use them. 
A. A. FITZGERALD. 


Banking Company Balance-Sheets. 

The form of balance-sheet prescrib- 
ed for banking companies in the 
Seventh Schedule to the Victorian 
Companies Act, 1938, includes as the 
second last item on the liabilities side 
“contingent liabilities.” This is fol- 
lowed by the item “Profit and loss.” 
On the assets side the last item is “Con- 
tingent assets.” 

I have noticed that some at least 
of the Australian banking companies 
include the amounts of the contingent 
liabilities and contingent assets in the 
totals of the two sides; whereas, as far 
as I am aware, it is the general prac- 
tice in other companies to state con- 
tingent liabilities and contingent assets 
by way of footnotes and not to include 
them in the balance sheet totals. This 
seems to me to be the proper treat- 
ment, and I should be glad to have the 
opinion of other readers of The Aus- 
tralian Accountant as to whether there 
are any special features of banking 
business which necessitate or justify 
the view that contingent liabilities 
form part of the total funds used by a 
bank and that contingent assets form 
part of the available resources of a 
bank. I assume that it is generally 
agreed nowadays that the “liabilities” 
side of a balance-sheet of any company 
sets out the various sources from 
which the company has derived the 
funds which it uses, and that the 
“assets” side shows the various ways 
in which total funds have been used. 

PUZZLED STUDENT. 


Melbourne. 
(We have asked a senior banker to reply.) 


Dividend Bank Accounts. 
Why is it that most companies seem 
to open a new dividend account at their 
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bank with a cash deposit for the total 
amount of the dividend? My experi- 
ence is that shareholders as a whole 
do not present their dividend cheques 
at all promptly and the company thus 
incurs considerable interest charges if 
it is working on an overdraft. If the 
dividend account was opened with a 
nil balance and arrangements made for 
the overdraft limit to cover this ac- 
count also, then the shareholders’ tardi- 
ness in presenting their cheques would 
be to the company’s benefit. 


The only objection that I can see is 
that the bank may not agree to trans- 
ferring portion of the limit on the 
grounds that the dividend money is not 
legally the company’s, but the share- 
holders’. However, that line of 
reasoning could also be applied to 
ordinary trade creditors. 


P. A. CHESTER. 
Melbourne. 


Part-Time Work. 


With regard to “Practitioner’s”’ par, 
he raises a good point, but I beg to 
differ with his opinion that advertise- 
ments of that nature should receive 
scant treatment. 


It quite often happens that the young, 
qualified professional finds his income 
very meagre indeed, and if married, it 
is a problem to make “ends meet” with 
his salary. Surely then, it is not un- 
ethical to avail himself of his qualifica- 
tions, for which he has laboured for 
years, to earn in after-hours’ work. 
The fact that he does this has nothing 
whatever to do with “giving his best 
to the job he is paid for” provided, of 
course, he limits this part-time work 
so that it does not encroach upon his 
obligation to his employers nor his rest 
and recreation. 

“CONSULTANT.” 

Oatley, N.S.W. 
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LIBRARY AND INFORMATION SERVICE 


In order to provide a complete library 
service to members throughout Aus- 
tralia at the lowest possible cost, the 
system has been approved by General 
Council Executive of a Central Library 
situated in Melbourne containing a 
comprehensive range of literature, and 
of Divisional libraries in each State 
containing material most likely to be 
needed by the members in that State. 


The central library system is based 
on the principle that, while most ac- 
countancy works are of general appli- 
cation, there are many books of a highly 
specialised character which have a very 
limited application. Some of these may 
be quite expensive, and it would be un- 
economical to duplicate them. Such 
works dealing with specialised matters 
of occasional interest to accountants 
can be gathered together in the Central 
Library and so made available to any 
of the States when required. 


The range of works in each Divisional 
Library is determined by the use made 
of the facilities available and the par- 
ticular interests of each State. General 
text books on accountancy, State Acts 
of Parliament,. relevant books on the 
commercial aspects of the law, and a 
number of specialised works suited to 
the needs of that State are made avail- 
able in the Divisional Libraries. In 
those States where there is an arrange- 
ment with the University to grant 
status for subjects passed in the com- 
merce or economics course, textbooks 
covering that course are added to the 
Divisional Library concerned. 


The Central Library, in addition to 
purchasing all books which may be of 
use to accountants, receives all the peri- 
odicals dealing with matters which may 
come into the field of accountancy. A 
number of these are complimentary 
from accountancy institutes in other 
parts of the world and similar organisa- 
tions in Australia. Others are received 
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on subscription and, in cases such as the 
American Management Association and 
the National Association of Cost Ac- 
countants in America, a membership 
subscription has been taken out for the 
General Registrar in order that the 
library may receive all the available 
publications. 

There is also a large collection of 
accounting and cost accounting systems 
for different types of industries in the 
Central Library, and this is constantly 
being augmented as new systems are 
put out by trade associations and simi- 
lar bodies, mainly in America. 


Indexing: 

All material contained in the Central 
Library is indexed in a subject card 
index, a duplicate of which is supplied 
to the Sydney Library. Index cards are 
sent to all other Divisions for books 
added to their libraries and for periodi- 
cals regularly received by them. 


Book Buying: 

Books for all Divisional Libraries are 
purchased by the Central Library 
through the Accountants Publishing 
Company Ltd., and subscriptions to 
periodicals are paid in the same way. 
The Publishing Company has agency 
arrangements in England and America 
which enable it to buy books economi- 
cally and expeditiously. A quota for 
American imports has been established 
which covers most of the needs of the 
libraries with regard to American 
books. 

A constant watch is kept for all new 
books and new editions which should be 
added to the libraries. These are ob- 
tained from reviews and notices in 
periodicals, advertisements, catalogues 
and leaflets issued by publishers, and 
consideration is given to suggestions 
from library users. A note is also made 
of monographs issued by overseas 
authorities, most of which are available 
on applicaion. 





LIBRARY AND INFORMATION SERVICE — Cont. 


At regular intervals a list is made 
out by the Central Librarian of books 
suggested for addition to Divisional 
Libraries, taking into account the needs 
of each particular State. In the case 
of New South Wales, an effort is made 
to see that the Library contains most 
new works of any value, as the large 
membership in that State necessitates 
a wide range of material being readily 
available. 


The lists, having been submitted to 
the various Divisional Councils, are 
appropriately marked and returned to 
the Central Library, when the books 
required are ordered. Any books which 
a Division wishes to purchase apart 
from those recommended will be 
ordered also. 


When the new books are received at 
the Central Library they are sent to the 
Divisions concerned with a note of the 
classification number and a set of sub- 
ject index cards. At the same time a 
note is made on the Central Library 
catalogue card of each book added to 
each particular Divisional Library. 


Each Library keeps its own catalogue 
of books in the order of the Central 
Library catalogue. 


Obsolete Books: 


The contents of the Central Library 
are reviewed from time to time for the 
purpose of discarding obsolete material 
and old editions of current works. By 
doing so, the shelves are not only kept 
clear of obsolete and misleading materal 
but room is provided for the continual 
flow of new material, thus avoiding the 
necessity for additional accommodation. 
Old books of historical value and early 
editions of legal books of occasional use 
are transferred to a special section. As 
occasions present themselves, State 
Registrars of other Divisions are ad- 
vised of material which could be dis- 
carded. 
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Central Library Borrowing System: 

A member wishing to borrow a par. 
ticular book will first consult his own 
library catalogue. If it is not contained 
there, he can request his State Registrar 
to refer the title to the Central Librar- 
ian. If the book is contained in the 
Central Library, it is then posted to the 
State Registrar to be handed to the 
member. The State Registrar is re 
sponsible for the book being returned 
in the allotted time. If the Central 
Librarian finds, on consulting the cata- 
logue, that the book is contained in a 
Divisional Library which is nearer to 
the requesting Library, she can ask the 
State Registrar of that Division to lend 
the book, in order to save time. 

In the same way, if a member re- 
quires information on a particular sub- 
ject and cannot find material listed in 
his own Divisional Library subject 
index, he will ask his State Registrar 
to forward his request to the Central 
Librarian, who will send him the best 
available literature which may be in 
book, periodical article, or monograph 
form. In the case of the New South 
Wales library, the complete index shows 
whether a particular book or article 
indexed is contained in the New South 
Wales Library, so that anyone consult- 
ing the index can see at a glance what 
is available in Sydney and also in Mel- 
bourne. 

Upon request, the Central Librarian 
will prepare also bibliographies of par- 
ticular subjects for research workers 
and give advice regarding the purchase 
of books. 

New books added to the Central 
Library are listed in the “News and 
Notes” section of “The Australian Ac- 
countant” each month and similar lists 
are inserted by other Divisions from 
time to time. 


Branch Libraries: 

A small Library has been established 
at each branch of the Society, apart 
from the main Divisional Libraries. 
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LIBRARY AND INFORMATION SERVICE — Cont. 


These contain the main accountancy 
works and textbooks for the use of stu- 
dents. Suggestions for additions to these 
libraries are made from time to time 
by the Central Librarian to the State 
Registrar of the Division concerned. All 
new books are sent to him to be marked 
in the Divisional Library records before 
being handed over to the branches. No 
index cards are sent to the branches, as 
it is felt that any information required 
can be obtained from the State Regis- 
trar in each case. 


Information Service: 

The information service is meant to 
cover advice on technical problems met 
in actual practice. 

If a member desires information on 
a matter not covered by any book, 
monograph or periodical article con- 
tained in a library of the Society, he can 
submit an enquiry, which must be in 
writing, to the State Registrar. If the 
question can readily be answered by 
reference to an authoritative work, an 
immediate reply, referring to the par- 
ticular authority, is furnished. If these 


sources do not provide an adequate 
answer to the question, the assistance 
of members of a Consultative Com- 
mittee is sought. 

In appropriate cases, a conference 
with a member or members of the Con- 
sultative Committee will be arranged. 
For this purpose, each Divisional Coun- 
cil will appoint a Consultative Com- 
mittee comprising experienced members 
of the profession. 

The information service is limited to 
questions relating to accountancy and 
allied subjects. No question involving 
an exposition or interpretation of law, 
including the law of taxation, is an- 
swered by members of Consultative 
Committees or the staff. The service 
is naturally limited also to the provision 
of the best possible information or 
opinion available. The Society can 
accept no responsibility for the sound- 
ness of any information given or of any 
views expressed. Its function is to pro- 
vide a clearing house and to ensure that 
every precaution is taken to avoid the 
dissemination of inaccurate informa- 
tion or of opinions which have not been 
adequately considered. 





NEWS AND NOTES 


THE SOCIETY 


Members have been kept informed 
through these columns of the progress 
made in the establishment and consitu- 
tion of the Society. It cannot be too 
strongly emphasised, however, that the 
Society is more important as an associa- 
tion of members of a profession than as 
a legal entity. 


Since the Society was established, the 
numbers of members in all States who 
are participating in the conduct of its 
affairs have gradually increased. The 
names of members of the General Coun- 
cil and of Divisional Councils, together 
with the office-bearers, are set out on 
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the inside front cover. The names of 
State Registrars and the addresses of 
Divisional officers are given also. 

But the further assistance of as many 
members as possible will be required to 
develop the Society as a social unit. 
This can only be assured by an increas- 
ing understanding and goodwill between 
members who participate in the affairs 
and activities of the Society. 


OUR AUDITORS. 

As required by the Articles the first 
Auditors of the Society have been ap- 
pointed by General Council on the re- 
commendation of Divisional Councils as 
follows :— 





NEWS AND NOTES — Continued 


General Council and Victorian Divi- 
sion—Mr. T. L. Coleman. 

New South Wales Division—Messrs. 
H. A. Beech and H. E. Wilton. 

Queensland Division—Mr. L. T. Craw- 
ford. 

South Australian Division—Mr. E. 
H. Burgess. 

Western Australian Division—Mr. C. 
M. Hendry. 

Tasmanian Division—Mr. L. L. Hib- 
ard. 


DIVISIONS OF THE SOCIETY 

It has been decided that members 
resident in the Northern Territory will 
be attached to the South Australian 
Division and not to the Queensland 
Division as previously announced. This 
change has been made because of the 
quicker means of communication and 
transport between Adelaide and the 
Northern Territory. 


VICTORIAN DIVISION 
Luncheon Meetings 

The Council of the Victorian Division 
has pleasure in announcing that ar- 
rangements have been made to conduct 
regular luncheon meetings during 1953 
on the second Tuesday of each month. 
The meetings will be held at the Vic- 
toria Palace, Little Collins Street, Mel- 
bourne. The regularity of meetings will 
be continued subject to the sustained 
interest of members and the number of 
other meetings organised during any 
particular month. 

The first luncheon meeting conducted 
by the Victorian Division was very suc- 
cessful. Mr. P. G. Law, M.Sc., F.Inst.P., 
F.R.G.S., Director, Antarctic Division, 
Department of External Affairs, ad- 
dressed members at the Victoria Palace 
on Tuesday, 10th February, 1953. He 
spoke on the subject, “Life at a Sub- 
Antarctic Island.” 

As Mr. Law had previously addressed 
meetings of the former Commonwealth 
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and Federal Institutes of Accountants 
on particular aspects of this subject, 
he restricted his remarks at this func- 
tion to the habits and peculiarities of 
the various types of fauna in existence 
in Antarctica. The excellent manner 
in which Mr. Law presented this fascin- 
ating subject was greatly appreciated 
by the members who attended. 

It is hoped that the good response by 
members to attend this luncheon meet- 
ing will be maintained and that other 
members of the Society will be able to 
make the time to attend future func- 
tions to meet their colleagues in the 
accountancy profession. 


Annual Divine Services for Members of 
the Accountancy and Secretarial 
Professions 

Several meetings of a Joint Con- 
mittee consisting of representatives of 
accountancy and secretarial bodies have 
been held to discuss the possibility of 
arranging annual Divine Services for 
members of these professions in Vic- 
toria. The Council of the Victorian 
Division has decided to co-operate in 
organising these services and requests 
members to support the plan by attend- 
ing the respective services. 

It has been agreed that this year’s 
services will be held on the 4th May 
next at St. Patrick’s and St. Paul's 
Cathedrals at 8 a.m. and 5 p.m., respec- 
tively. Although a further announce- 
ment will be appearing in this column 
and in the press regarding this matter, 
members are requested to note the date 
now. 

Additions to the Library 
Accountancy—General 
Company Accounts—1952: V. H. Frank. 
Introduction to Group Accounts—1952: 

D. J. Bogie 
The Students’ Machine Accounting 

Tutor—1951: D. Sutton. 
Accountancy of Changing Price Levels 

—1952: Institute of Cost and Works 

Accountants. 
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NEWS AND NOTES — Continued 


Accounts from Incomplete Records, 2nd 
ed.—1948: J. G. Simpkins. 

Accounting Trends and Techniques, 5th 
ed.— 1951: American Institute of Ac- 
countants. 

An Accounting Technique for Reporting 
Financial Transactions—1951: R. K. 
Mautz. 

Stabilized Accounting—1952: 
Lees. 

Accounting for Inflation—1952: As- 
sociation of Certified and Corporate 
Accountants. 


Accountancy—Particular Types of Busi- 
ness 

Public Utility Accounting—1951: J. R. 
Foster and B. S. Rodey. 

Garage Accounting and Administration 
—1952: E. V. Harber. 

Costing 

Cost Accounting in Industrial Manage- 
ment—1952: H. Fisher and D. L. 
Thompson. 

Auditing 

Auditing for Students—1952: R. A. 
Irish. 


Business Organization and Management 

Personnel Management, 4th ed—1949: 
W. D. Scott and others. 

Payment by Results—1951: 
national Labour Office. 

Profit Sharing for Wage Earners and 
Executives—1951: B. M. Stewart and 
W. J. Couper. 

Conference Proceedings—1951: Nat- 
ional Office Management Association. 

Retention and Preservation of Records 
with Destruction Schedules—1951: 
Record Controls Inc. 

Technical Libraries; Their Organization 
my Management—1951: L. Jackson, 


G. R. 


Inter- 


Trade Unions and Productivity—1950: 
Trade Union Congress. 

Office Management: The Tasks of Get- 
ting Things Done—1951: Office Man- 
agement Association. 

uctivity Team Reports 
Packet Foods, Furniture, Cakes and 


(Coal, 
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Biscuits, Food Canning, Fruit and 
Vegetable Utilization, Stee] Construc- 
tion, Iron and Steel, Final Report, 
Provincial Press, Zinc and Aluminium 
Die Casting, Retailing, Woodworking 
Machinery) — 1951-2: Anglo-Ameri- 
can Council on Productivity. 

Business Finance and Investment 

Financial Control for the Small Manu- 
facturer, 2nd ed.—1952: F. Sim- 
monds. 

Budgetary Control 

Flexible Budgetary Control and Stand- 
ard Costs—1952: D. F. Evans-Hem- 
ming. 

Economics 

National Income and Expenditure— 
1952: J. E. Meade and R. Stone. 

A Dictionary of Economic Terms, 3rd 
ed.—1951: J. R. Winton. 

Business Cycles and National Income— 
1951: A. H. Hansen. 

World Resources and Industries, rev. ed. 
—1951: E. W. Zimmermann. 

Public Finance, Currency, Exchange 

Economics of Public Finance—1947: E. 
D. Allen and O. H. Brownlee. 

Personal Income Taxation—1951: H. C. 
Simons. 

Readings in the Theory of International 
Trade—1949: American Economic 
Association. 

Law—Companies, General 

Buckley on the Companies Act, 12th ed. 
—1949: Lord Wrenbury. 

Handbook on the Formation, Manage- 
ment and Winding-up of Joint Stock 
Companies, 41st ed.—1952: Sir F. 
Gore-Browne. 

Law—Companies, Australasian 

Proprietary and Private Companies in 
Australia, 2nd ed.—1952: R. K. Yor- 
ston and E. E. Fortescue. 

Law—lInsurance 

Principles and Practice of Profits In- 
surance, 2nd ed.—1952: W. B. Honour 
and R. A. Davison. 

Law—Mercantile 

Commercial Agreements—1952: G. Pic- 
ton. 





NEWS AND NOTES — Continued 


Ballarat Library 
Auditing for Students—1952: R. A. 
Irish. 


NEW SOUTH WALES DIVISION 
The Accountants’ Club 

The Accountants’ Club Limited, which 
was formed by a group of well-known 
accountants in Sydney towards the end 
of last year, was incorporated to achieve 
the following dominant object: 

To establish and carry on a social club 
in Sydney or elsewhere for the use 
of members being Accountants and 
their friends and for the use of 
such other persons as the Com- 
mittee may think fit for the pur- 
pose of promoting social and edu- 
cational intercourse discussion fel- 
lowship and understanding among 
Accountants generally. 

This venture is something unique in 
the history of the profession in Aus- 
tralia. The original committee began 
with the view that accountants should 
have a club of their own and be able 
to meet in a way which only a club can 
make possible. 

There is ample justification for these 
views in the fact that more than one 
hundred and fifty Sydney accountants 
have become, or have asked for reserva- 
tions as, Foundation Members. One of 
the qualifications for such membership 
is the taking up of a debenture of £20, 
and this provides the nucleus of the 
finance necessary to commence the in- 
stallation of facilities. 

Premises have been acquired in the 
newly reconstructed Commercial Bank 
of Australia building in Pitt Street, 
near the corner of King Street. The 
club has available to it the whole of the 
first floor of this building, and will be 
self-contained within these premises. 
The Committee is active in planning 
and furnishing the club and it is ex- 
pected that it will be ready for occu- 
pancy at an early date. 
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Interstate and country members may 
join the club on nominal fees, and it 
follows that persons who come within 
the residential qualifications will secure 
an advantage by joining even if they 
visit Sydney only once or twice a year. 

All persons interested in joining and 
who are members of recognised account- 
ancy and secretarial bodies, may obtain 
further details by writing to the Hon- 
orary Treasurer, Mr. S. R. Brown, 17 
Castlereagh Street, Sydney. 


Newcastle Branch 

A Branch of this Division was formed 
recently in Newcastle, and at the Feb- 
ruary meeting of the Divisional Council 
the following members were appointed 
to the first Branch Council in that dis- 
trict: Messrs. T. O. Barron, P. E. 
d’Arcy, R. A. Derkenne, F. Edwards, 
A. L. Fraser, C. S. Hawken, G. Lackey, 
W. Lund, J. C. Mead, D. G. McDougall, 
J. M. Quain, R. Roddenby, H. H. Walls 
and P. C. Wyatt. 


Additions to the Library 

Accounting 

Accounting for Inflation—1952: Assoc. 
of Certified and corporate Accts. 

Intraduction to Group Accounts—1952: 
D. J. Bogie. 

An Introduction to Mechanical Account- 
ing Methods—1952: Burroughs Add- 
ing Machine Company. 

Higher Bookkeeping and Accounts, 7th 
ed.—1951: L. C. Cropper, F. D. Mor- 
ris, A. K. Fison. 

Current Accounting Trends—1952: A. 
A. Fitzgerald. 

Garage Accounting and Administration 
—1952: E. V. Harber. 

The Accountancy of Changing Price 
Levels (Textbook)—1952: Institute 
of Cost and Works Accts. 

The Accountancy of Changing Price 
Levels (Abridged Version)—1952: 
Institute of Cost and Works Accts. 

The Group Accounts of Holding Com- 
panies—1950: Frank H. Jones. 
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The Retail Inventory Method and Lifo 
—1952: M. P. McNair and A. C. Her- 
sum. 

Accountancy Ratios in Theory and 
Practice—1951: B. B. Parkinson. 

Consolidated and other Group Accounts, 
2nd ed.—1950: T. B. Robson. 

Bookkeeping and Accountancy for 
Private Companies, 4th ed.—1950: 
Owen J. West. 


Costing 

Cost Accounts, 6th ed.—1952: Walter 
W. Bigg. 

Cost Accounting in Industrial Manage- 
ment—1952: H. Fisher and D. L. 
Thompson. 

Overhead Costs—1951: 
Lewis. 

Dictionary of Costing, 3rd ed.—1952: 
R. J. H. Ryall. 


Auditing 

Principles of Auditing with Typical 
Questions and Answers, 12th ed.— 
1952: E. M. Taylor and C. E. Perry. 


Management 

Modern Management for Bakers and 
Confectioners—Book 11 Flour Con- 
fectionery—1951: E. V. Amsdon and 
H. E. Turner. 

Job Evaluation—a Practical Guide— 
1952: British Institute of Manage- 
ment, 

Management of the Smaller Office— 
1951: B.I. of Mgt. 

Stock Control and Storekeeping—1952: 
BI. of Mgt. 

Mechanising for Control—1950: J. H. 
Burton. 

How to Chart Time Study Data—1950: 
P. Carroll. 

Psychology in Industry—1946: Norman 
R. F. Maier. 

Office Management—the Tasks of Get- 
ting Things Done—1951: Office Man- 
agement Association. 

Ownership of Industry—1951: 
greaves Parkinson. 

Issue, Control and Regulation of Capital 
—1951: F. P. Randall. 


W. Arthur 


Har- 
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Business Stastics, 3rd ed.—1951: J. R. 
Riggleman and I. N. Frisbee. 

Redmayne & Week’s Market Research, 
2nd ed.—1951: R. N. Wadsworth and 
B. D. Copland. 

Business Statistics and Statistical 
Method 3rd ed.—1948: H. J. Whel- 
don. 


Economics 

Readings in the Theory of International 
Trade—1949: The American Eco- 
nomic Association. 

The Theory of Monopolistic Competi- 
tion—1950: Ed. H. Chamberlin. 

Economics-Technical Pub. No. 35— 
1947: C’wealth of Aust., Dept. of 
Labour and Nat. Service. 

Soviet Economic Development since 
1917—1951: M. Dobb. 

Monetary Theory and Fiscal Policy— 
1949: Alvin H. Hansen. 
Fiscal Policy and Business 
1941: Alvin H. Hansen. 
Economics for Commercial Students 
and Business Men (Crew), 13th ed.— 

1951: L. T. Little. 

Economists and Their Environment— 
1947: Cyril Renwick. 

The Theory of Capitalist Development 
—1952: P. M. Sweezy. 

Freedom under Planning—1946: B. 
Wootton. 


Taxation 

2nd Supplement to Murray & Carter’s 
Guide to Income Tax Practice—1950: 
H. Edwards and A. M. Edwards. 

Computation of Trading Profits for 
Taxation Purposes—1952: Federa- 
tion of British Industries 

C’wealth Taxation Board of Review 
Decisions—Vol. 1 (New Series)— 
1952: J. A. L. Gunn and R. E. 
O’Neill. 

Secretarial Practice 

A Manual of Secretarial Practice, 6th 
ed.—1950: F. D. Head, F. P. Fausset 
and H. A. R. J. Wilson. 


Law 
Voluntary Liquidation—1949: 
Hooper and J. S. Nixon. 


Cycles— 


a. 
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The Conduct of, and Procedure at, 
Public, Company and Local Govern- 
ment Meetings (Crew)—1951: O. R. 
Smith. 

Insolvency Practice—1950: F. Snaith. 

An Introduction to Logic and Scientific 
Method—1951: M. B. Cohen and E. 
Nagel. 

Personal 


Mr. Bruce S. Smith, F.A.S.A., has 
been appointed a Commissioner of the 
Rural Bank of N.S.W. to fill the vacancy 
created on the death of Mr. H. Rogers. 
Mr. Smith was previously Chief Super- 
intendent of the Bank. 

We have been notified by Jantzen 
(Australia) Ltd. that Mr. E. B. Cheet- 
ham, A.A.S.A., has been appointed 
Secretary of the Company following the 
transfer of Mr. W. M. Oldham to Perth 
as their representative in Western Aus- 
tralia. 

Mr. C. H. Fowles, A.A.S.A., notifies 
that he is carrying on his practice as a 
Registered Public Accountant at Room 
115, 1st Floor, Savoy House, 29 Bligh 
Street, Sydney. 


QUEENSLAND DIVISION 


Three meetings of the Divisional 
Council have been held and a firm 
foundation laid for the operation of the 
Society in Queensland. To facilitate 
rapid attention to the many matters 
which have arisen following the amal- 
gamation, committees of Council have 
been formed to deal with such matters 
as Finance, Investigations, Applications, 
Libraries, Branches and Students’ So- 
cieties. 

The Society remains a constituting 
body of the Accountants and Secretaries 
Educational Society and the Account- 
ants Joint Library. In addition, the 


library of the Commonwealth Institute, 
located at the State Registrar’s office, 
is available to all members and candi- 
dates of the Society, in addition to the 
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Joint Library. The policy regarding 
the separate libraries will be determined 
during the course of the year. 

Applications for membership of the 
Society from members of the three 
separate institutes forming the Society 
have been received in large numbers 
and it is expected that the majority of 
members of the separate bodies will 
have completed formalities covering 
their membership of the new Society 
by the end of March. 


Meeting of Members 

The Divisional Council has decided to 
call together all members of the separ- 
ate institutes who have joined the new 
Society in a social gathering to hear a 
report of the progress made following 
the amalgamation. Members will be 
notified of the date and location of this 
meeting in due course. 


Branches 

Steps are being taken to form 
Branches of the Society in the larger 
cities in Queensland. Preliminary steps 
have already been taken at Townsville, 
and these are being followed by similar 
developments in Rockhampton. Other 
cities and towns will be catered for 
where it is found there are sufficient 
numbers to warrant the formation of a 
Branch. 


WESTERN AUSTRALIAN DIVISION 

Mr. C. R. L. Gibson, an Associate of 
the Society and at present Secretary 
of the Western Australian Egg Board, 
has been appointed Secretary of the 
London Agency. He expects to leave 
for England in June. 

Mr. L. Beasley, a Fellow of the 
Society and a member of the Divisional 
Council, has been appointed a member 
of the Perth Diocesan Trustees. 


SOUTH AUSTRALIAN DIVISION 


Mr. Norman S. Young, F.A.S.A., has 
recently accepted two important ap 
pointments—the first as a member of 
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the reconstituted Board of the South 
Australian Municipal Tramways Trust, 
appointed by the South Australian Gov- 
ernment, and the other as a member of 
the Royal Commission on Television, 
appointed by the Commonwealth Gov- 
ernment. Mr. Young’s wide knowledge 
and experience of accountancy, finance 
and public affairs, will enable him to 
make important contributions to the 
work of both the Trust and the Royal 
Commission. 


STUDENTS’ SOCIETIES 
New South Wales 

The Commonwealth Institute Stu- 
dents’ Society and the Federal Account- 
ants’ Educational Society have been 
amalgamated to form the Australian 
Accountants Students’ Society (N.S.W. 
Division). From 1st January last, all 
members of the former bodies auto- 
matically became members of the new 
Society, which will carry on all existing 
activities and services of the former 
bodies. Office-bearers of the new 
Society are Messrs. E. A. Cupit (Chair- 
man), F. C. Packer (Deputy Chairman), 
B. J. Scanlan (Hon. Secretary) and G. 
Sloane (Hon. Assistant Secretary). 

The inaugural lecture of the new 
Society was delivered by Mr. S. R. 
Brown, LL.B., F.A.S.A., to a full Con- 
ference Hall in the Society’s rooms on 
the 29th January last. His subject was 
“Company Accounting.” 

The Chairman, Mr. E. A. Cupit, wel- 
comed members of the old Common- 
wealth and Federal Institutes, and also 
welcomed members from the Associa- 
tion of Accountants, which body, he 
announced, would be merged with the 
new Society as from 1st January. The 
announcement was greeted with accla- 
mation. 

Mr. Brown introduced his subject 
with general remarks for the benefit of 
students. He emphasised the advant- 
ages to be derived from the formation 
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of “discussion groups,” advantages 
which could not be provided to the same 
degree by the examination coach. 


He urged students, first, to develop 
a critical attitude and, secondly, to 
develop a complete understanding of 
the difference between principle and 
method. Students must have a flair for 
learning and must possess the ability to 
express themselves in good English. 
Given these factors, success came 
naturally. 


Dealing with examination questions, 
Mr. Brown emphasised the need to 
search for the actual data required to 
solve a prob'em. In fact, this was a 
necessity not only in examination work, 
but in actual practice as well. Candi- 
dates were advised to develop the ability 
to think and to base their answers on 
the rule or law to meet a given situa- 
tion. He pointed out that a good basic 
knowledge of law was important in this 
regard. Although criticism had some- 
times been levelled at the examination 
syllabus on account of the amount of 
law required, he felt this criticism was 
wrongly founded. 


Dealing specifically with Company 
Accounting, Mr. Brown pointed out that 
the factor which distiguishes Company 
Accounting from all other types of 
Accounting is that of Share Capital, 
and it is this feature which seems to 
occasion difficulty in the minds of many 
students. The distinction between 
shares and debentures is not so great 
and, given a good understanding of the 
handling of share transactions, entries 
for debentures are not found difficult. 
“The better the use you can make of 
your textbooks, the better will be your 
examination work and the better practi- 
tioner you will be.” 


Mr. Brown’s lecture was character- 
ised by his usual clear and friendly 
manner of speaking, a manner which 
has made him very popular with stu- 
dents and which makes his lectures so 
informative. 
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In thanking the lecturer, Mr. Cupit 
stressed the good fortune of members 
in having Mr. Brown to give them such 
valuable advice. The Deputy Chair 
man, Mr. F. C. B. Packer, proposed a 
vote of thanks to “our learned friend,” 
which was enthusiastically carried. 


VICTORIA 

The first meeting of the Federal In- 
stitute of Accountants Students’ Society 
for 1953 was held on Monday, 9th Feb- 
ruary, when the subject was “Bank- 
ruptey Law,” and the speaker Mr. 
Curtis A. Reid. An invitation was ex- 
tended to members of the Common- 
wealth Accountants Students’ Society 
to be present at this meeting and the 
Council was gratified at the attendance 
of 68 on that night. Mr. Reid, as usual, 
presented a very interesting and in- 
structive talk, which was greatly en- 
joyed by all present, and the Council is 
most grateful to him for the time and 
trouble taken in preparing and present- 
ing the address. 

A joint meeting of the Common- 
wealth Accountants Students’ Society 
(Victorian Division) and the Council of 
the Federal Institute of Accountants 
Students’ Society was held on February 
16 and agreement was reached on all 
basic problems arising from the pro- 
posed amalgamation of the two Socie- 
ties. It was agreed that the amalgama- 
tion should take effect on a date as near 
as possible to 30th April, 1953, and that 
the financial year of the new body— 
The Australian Accountants Students’ 
Society (Victorian Division)—should 
begin on Ist May in each year. Ac- 
cordingly, meetings of members of both 
Societies will be held on Monday, 20th 
April, at Scots Church Hall, 99 Russell 
Street, to consider resolutions to wind 
up the Societies and to transfer their 
assets to the new body. After these 
meetings have been concluded, it is pro- 
posed that members attending each 
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meeting should combine to hear a pre 
examination lecture. Members will re- 
ceive notice of meeting and particulars 
of the lecture in due course. 


QUEENSLAND 

The Commonwealth Accountants Stu- 
dents’ Society (Queensland Division), 
operating previously under the admin- 
istration of the Commonwealth Insti- 
tute, is to carry on its activities until 
30th April, which is the end of its 
financial year. In the meantime a 
special committee of the Divisional 
Council is examining the advisability of 
enlarging this body to carry on its 
activities in future under the auspices 
of the Australian Society of Account- 
ants. The purpose of the Students’ 
Society will be to cater for all members 
and candidates who desire to further 
their knowledge of the practice of the 
profession and of the business and 
commercial world in which they work, 
and who are able and willing to give of 
their private time to acquire that know- 
ledge, even though they may have 
qualified for membership by examina- 
tion. Its characteristics will be mutual 
activity, lectures, discussion groups, 
study circles, week-end seminars and 
occasional luncheon talks from import- 
ant visitors. It will operate in addition 
to, but not in opposion to, the Account- 
ants’ and Secretaries Educational 
Society, which performs a_ valuable 
function for accountants and secretaries 
generally. 


SOUTH AUSTRALIA 

The inaugural meeting of the South 
Australian Division of the Australian 
Accountants Students’ Society was held 
on Wednesday, 25th February, at “The 
Advertiser” Lecture Room, Waymouth 
Street, Adelaide. A well attended meet- 
ing heard an address by Mr. R. J. 
Humby, F.A.S.A., on “Mistake, Innocent 
Misrepresentation, and Fraud in Rela- 
tion to Contracts.” 
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Mr. W. H. Cowper, F.A.S.A., has been 
elected President, and Mr. B. A. Howie, 
Honorary Secretary, of a Provincial 
Committee appointed to conduct the 
affairs of the Students’ Society. 


MODEL ANSWERS. 
Federal Income Tax Law and Practice. 
Concluding the paper of the Common- 
wealth Institute, the first three ques- 
tions of which were answered by 
Messrs. D. Dobbie and C. W. Weir last 
month. Answers are not official. 


4. Joanna Pty. Ltd. is a company which 
owns a frock shop. Mrs. Joan An- 
nersley is the sole beneficial share- 
holder in the company and person- 
ally controls the conduct of the 
business. 

In order that she may have free- 
dom from her family and domestic 
responsibilities, and thus have time 
for her business activities, she em- 
ploys both a housekeeper and a 
children’s nurse. 

Mrs. Annersley consults you on 
taxation matters and asks if the re- 
muneration paid to her housekeeper 
and nurse can be deducted from the 
salary she receives from Joanna 
Pty. Ltd. Mrs. Annersley explains 
that but for the relief so obtained 
from her domestic responsibilities, 
she would not be able to work full 
time for Joanna Pty. Ltd. and her 
salary would be correspondingly 
reduced. 

Discuss this situation giving full 
reasons for your opinion. 

Answer: 

The Sections of the Act to be con- 
sidered here are Section 51, dealing 
With losses and outgoings in gaining 
or producing assessable income, and 
Section 82D covering deductions in 
tespect of a housekeeper. 

Deduction of the amounts paid to 
housekeeper and nurse would be denied 
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under Section 51 as the remuneration 
paid in each case would be regarded as 
an expense of a private or domestic 
nature. 


In addition, no deduction would be 
allowed under Section 82D, as in order 
to qualify for this allowance, the house- 
keeper must be wholly engaged in 
keeping house for the taxpayer, and 
must also care for the child or step- 
child of the taxpayer, less than sixteen 
years of age. In the present case, the 
employment of a children’s nurse 
would obviously remove this latter task 
from the duties of the housekeeper 
and so debar any allowance. 


. * t 


5. State the amount of deduction 
allowable to a taxpayer in respect 
of the following :— 


Spouse, 

Daughter-housekeeper. 

Only child less than sixteen 
years of age. 

Student child. 

Invalid relative. 


Answer: 
ey eee 
Daughter-housekeeper . 
Only child less than 
sixteen years of age 78 
Student child ...... 78 
Invalid Relative .. .. 78 


£104 
104 


6. Are the following 
Australia”? 


(a) A company incorporated under 
the provisions of the Victorian 
Companies Act 1938 but carry- 
ing on its business in India. 


A company incorporated in 
India but having 70% of its 
shares owned by residents of 
Australia and carrying on its 
business in Australia. You 
may assume that all shares in 
the company carry equal voting 
power. 


“Residents of 
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(c) An individual who has a home 
in America but visits Australia 
on business and stays from 
lst August 1950 to 31st March 
1951. 


Answer: 
(a) Yes. Incorporation of a company 


in Australia is conclusive evidence 
that the company is a resident of 
Australia, irrespective of where it 
carries on business. (Section 6). 


Yes. A company is a resident of 
Australia if it carries on business 
in Australia and has its voting 
power controlled by shareholders 
who are residents of Australia. 
(Section 6). 


(c) No. Although the individual has 


actually been in Australia for more 
than one half of the year of in- 
come, he could satisfy the Com- 
missioner that his usual place of 
abode is out of Australia and that 
he does not intend to take up re- 
sidence in Australia. (Section 6). 


* * * 


7. What is the liability for taxation of 


the trustee of an estate in the fol- 

lowing circumstances :— 

(i) Where the beneficiary is pre- 
sently entitled to the income 
of the estate? 

(ii) Where the beneficiary is under 
a legal disability? 

(iii) Where the beneficiary is not 
presently entitled to the in- 
come of the trust estate? 

(iv) Where the’ trustee has a dis- 
cretionary power to pay the 
income to the beneficiary? 


Answer: 


(i) The trustee of an estate has no 
liability for taxation where the 
beneficiary is presently entitled to 
share in the income of the estate, 
provided such beneficiary is under 
no legal disability. 


The beneficiary must include 
such share as assessable income in 
his personal return of income, 
(Section 97). 


(ii) Where any beneficiary is presently 


entitled to a share in the income 
of a trust estate but is under a 
legal disability, the trustee will be 
assessed and be liable to pay tax 
in respect of that share of the net 
income as if it were the income of 
an individual and were not subject 
to any deduction, other than the 
concessional deduction to which 
the beneficiary would have been 
entitled had he been liable to 
assessment. The trustee will be 
separately assessed, apart from his 
own personal estate, for EACH 
beneficiary who is so under a legal 
disability. (Section 98). 


(iii) The trustee is assessed and is 


liable to pay tax in respect of that 
portion of the income of a trust 
estate to which no beneficiary is 
presently entitled, as if it were the 
income of an individual and were 
not subject to any deduction. 
(Section 99). 


(iv) Where a trustee has a discretion 


to pay or apply income of a trust 
estate to or for the benefit of 
specified beneficiaries, a beneficiary 
in whose favour the trustee so 
exercises his discretion shall be 
deemed to be presently entitled to 
the amount paid to him or ap 
plied for his benefit. The trustee 
is assessed and liable to pay tax 
in respect of each beneficiary in 
whose favour he exercises his dis- 
cretion and any income remaining 
is subject to an assessment under 
the provisions of Section 99—as it 
represents income to which no 
beneficiary is presently entitled. 


* > * 


8. Section 63 of the Commonwealth 


Income Tax Assessment Act sets 
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out the conditions which must be 
fulfilled before a deduction from in- 
come will be allowed for debts 
which prove to be irrecoverable. 
Describe its provisions in detail. 


Answer: 
Section 63(1) of the Commonwealth 


Income Tax Assessment Act states :— 


(1) Debts which are bad debts, and 
are written off as such during the 
year of income, and— 

(a) have been brought to account 
by the taxpayer as assessable 
income of any year; or 

(b) are in respect of money lent 
in the ordinary course of the 
business of the lending of 
money by a taxpayer who 
carries on that business, 

and no other debts, shall be allow- 

able deductions. 

To fulfil the requirements of 
this section, no debts can be claim- 
ed as a deduction, unless they are 
actually bad. Provision for doubt- 
ful debts does not qualify as a de- 
duction under this section. In 
addition, the debts must have been 
written of as bad debts during the 
year of income, and must have 
been brought to account by the 
taxpayer as assessable income of 
any year. This latter provision 
debars a deduction for bad debts 
to any taxpayer who ascertains his 
assessable income on a “cash 
basis.” 

A person carrying on the busi- 
ness of money lending may claim 
as a deduction, any monies that 
prove irrecoverable, provided they 
are written off during the year of 
income. 

Section 63(3) provides that the 
assessable income of a taxpayer must 
Include any monies recovered in respect 
of a debt for which a deduction has 
been allowed. 
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If after being allowed a deduction 
for a bad debt, under Section 63(1), 
the whole or part of the amount is re- 
ceived, such amount must be included 
as assessable income of the taxpayer. 


* * * 


9. A tenant paid his landlord the sum 
of £500 in consideration of the 
sum of £500 in consideration of the 
cancellation of his lease. 

(a) Is this £500 deductible from 
the assessable income of the 
tenant? 

(b) Is it assessable in the hands of 
the landlord? 

Give very brief reasons for both 
answers. 


Answer: 

(a) The £500 paid by a tenant to his 
landlord in consideration of the 
concellation of his lease, would not 
be an allowable deduction to him. 

This would be regarded as an 

expense of a capital nature as it 
is paid by the tenant to release him 
from his obligations under the 
terms of the lease and could not be 
regarded as a business expense as 
he is no longer using the premises 
to carry on business. 
The sum of £500 would be treated 
as assessable income in the hands 
of the landlord. As it is received 
in consideration of the surrender 
of a lease, the sum would be re- 
garded as a “premium” on a lease 
within the meaning of the Act. 


The Australasian Institute of Cost 
Accountants. 
Cost Bulletin Competition: 

The General Council has much 
pleasure in announcing that the suc- 
cessful Cost Bulletin Competition con- 
ducted last year is to be repeated in 
1953. A prize of £25 will be awarded to 
the contribution to the “Cost Bulletin” 
deemed to be the best received up to 
December 31, 1953. 
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The General Council reserves the 
right to modify the award if no contri- 
bution received is regarded as reach- 
ing the desired standard. The following 
are the conditions of the competition :— 

(a) All entries are to be typed 

double spaced and forwarded in 
duplicate to the— 
Registrar, 
Australasian Institute of Cost 
Accountants, 
11-19 Bank Place, 
Melbourne. 

(b) All competitors are to nominate 
a nom-de-plume and their own 
names are not to appear on the 
manuscript, but to be enclosed 
in a separate sealed envelope 
addressed as above, together 
with the nom-de-plume. 

(c) Length of an article to be unim- 
portant, and it is agreed that an 
outstanding short article would 
have an equal opportunity in 
winning the prize, as against a 
complete Bulletin. 

Contributors to indicate when 
forwarding contribution whether 
they desire it to be entered for 
the prize. 

The Council claims the right to 
publish any article received, ir- 
respective of whether the contri- 
butor is the winner or not. 

(f) An author’s fee will be paid for 

all contributions published. 

(g) The decision of the General 

Council shall be final. 

We hope to be ab'e to announce the 
results of the last Cost Bulletin Compe- 
tition in our next issue. 


(e) 


GENERAL COUNCIL 
This year General Council will meet 
in Brisbane, where the Council will be 
the guests of the Queensland Division. 
This conforms to the desire of General 
Council to rotate meetings wherever 
possible amongst the States. It is fitting 
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that the meeting should be held in 
Brisbane on this occasion, as the presi- 
dent is Mr. C. Viertel of the Queens!and 
Division, who will chair the meeting. 

The annual general meeting of the 
Institute will be held during the period 
of the conference and the opportunity 
will be taken to introduce general coun- 
cillors to Queensland members. 

Many important items are listed for 
discussion by Council this year. 
Terminology 

Members will be interested to learn 
that the work of divisions in preparing 
a Terminology of Cost Accounting 
under the control of General Council 
has at last been completed and will be 
issued to members in the form of the 
“Cost Bulletin” for April, 1953. 

In an explanatory Foreword the Coun- 
cil points out that it is only the begin- 
ning of a standard terminology and will 
be added to from time to time as the 
occasion arises. A p’ea is made for the 
elimination from the vocabulary of cost 
accountants of terms such as “Over- 
head,” “On cost” and “Burden.” Because 
of the misuse and ambiguity of such 
terms, other terms are suggested and 
members and students are advised to 
use these terms daily. 

The Institute hopes that the amount 
of work put into this publication wil 
result in sustained demand for copies 
by coaching bodies, university and at- 
countancy students. General Council 
has in mind that, upon production of an 
initial Bulletin, the Terminology will be 
published by the Institute in booklet 
form for sale to the public. 


VICTORIAN DIVISION 
February Activity: 

An interesting and instructive topic, 
“Factory Design and Plant Layout,” 
was discussed at a Divisional function 
on February 26th. Speakers were 
Messrs. Robert J. Gray, B.C.E., C.E.; W. 
A. Chapman, B.C.E., and H. E. Limmeé, 
A.C.A.A. Dip. Mech. Eng. 
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Annual General Meeting: 

Members will have received notifica- 
tion of the Annual General Meeting to 
be held at the Victoria Palace on March 
23rd at 7.45 p.m. A very pleasant even- 
ing has been arranged, and members 
who attend should enjoy a very enter- 
taining evening. 


Annual Report: 

Copies of the Divisional Report are 
now in members’ hands, and the follow- 
ing highlights are noted: 

Membership: 

Membership of the Division showed 
an increase during the year of 58 mem- 
bers: the total for the division and 
Tasmania is now 804. 


Honorary Membership: 

The report makes reference to the 
honour conferred on Mr. J. R. G. Mc- 
Kenzie, former Victorian and Austral- 
asian President, who was unanimously 
elected by General Council as an Honor- 
ary Life Member in recognition of his 
services to the Institute. 


Examinations: 

Examination entries for the Division 
were 40 in 1952, when the new subject 
“Organisation” was examined for the 
first time. Mr. H. H. Dalton secured 
first place in March, 1952, examinations. 
Activities : 

A sp'endid programme of activities 
was completed last year, and members 
received instruction as well as enter- 


tainment from such activities as factory 
visits and special lectures. 
Library: 

The Council acknowledges with grati- 
tude a gift of books for the Library by 
Mr. J. R. G. McKenzie. 

Finance: 

The Revenue account for the twelve 
months ended 3lst December, 1952, 
showed a surplus of £67, which com- 
pares favourably with a deficit of £27 
in 1951. The General Council imposed 
a levy on Divisions of £1/16/1 per mem- 
ber. 

Retiring Councillors: 

The Councillors who retired at the 
Annual Meeting, but were re-elected, 
were Messrs. A. H. Blamey, D. M. 
Cronin and J. E. Morten. 


The President: 

Members of the Divisional Council 
entertained Mr. M. G. Roberts at a 
Dinner prior to his departure overseas 
for the Coronation, and presented him 
with a small gift. 

Membership: 
Victorian Division: 
New Members—Provisional Associate: 

Mr. Alan Delbridge Latham. 
Associate: 

Mr. Herbert Herman Baer. 
Advancements: 

The following members were ad- 
vanced to the degree of Associate: 

Messrs. Alan Frank Cooke, Brian 
Arthur Sharp and Leslie John Edgar 
Towers. 





CURRENT PROBLEMS — Continued 


Westminster Bank Review— 


May, 1952: Inflation and Accounting 
Profits: Professor W. T. Baxter. 


National Association of Cost Account- 
ants’ Bulletin— 


October, 1952: Depreciation and the 
Depreciating Dollar: F. F. Tan- 
nery. 
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November, 1952: Let’s Keep His- 
torical Cost Basis for Deprecia- 
tion: R. M. Chan. 

The Controller— 

August, 1952: Budgeting Problems 
in a Period of Inflation: Charles 
Z. Meyer. 

September, 1952: Income Deter- 
mination under Present Uncertain- 
ties: P. F. Brundage. 

(More current problems next month.) 
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A POET’S CORNER IN ROME 


Toward the close of 1820, his doctors 
told Keats that his only hope of re- 
covery was to winter in Italy. In the 
care of his devoted friend, Severn, he 
journeyed to Rome, where a lodging 
was secured in the Piazza di Spagna. 
The house is on your right hand as you 
ascend the steps of the Trinita del 
Monte. The journey was in vain, for 
the end came on 23 February, 1821. 
In life the poet had many a time been 
half in love with easeful death; “called 
him soft names in many a mused 
rhyme to take into the air my quiet 
breath”. In death, his wish was 
granted, for Severn has told us: “he 
gradually sunk into death, so quiet, 
that I still thought he slept.” He rests 
on the grassy slope of the Protestant 
cemetery at Rome, as described by 
Lord Houghton, “one of the most 
beautiful spots on which the eye and 
heart of man can rest.” The cemetery 
is surmounted by the pyramidal tomb 
of the Tribune Caius Cestius. Beneath 
this pyramid “a field is spread, on 
which a newer band have pitched in 
Heaven’s smile their camp of death.” 
On his deathbed Keats had told Severn 
that “he thought the intensest pleasure 
he had received in life was in watch- 
ing the growth of flowers.” On that 
grassy slope the flowers do well, violets 
and daisies mingling with the fresh 
herbage and, in the words of Shelley, 
“making one in love with death, to 
think that one should be buried in so 
sweet a place.” There in a tragically 
brief space the heart of Shelley joined 
him, and in full time his devoted 
friend, Severn, was laid by his side. 
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I stood one peaceful autumn after- 
noon in the room where Keats had met 
his easeful death. The place is pre 
served as a museum to his memory, 
It was the time of the vendemmia, the 
gathering of the grapes; all nature was 
yielding up its treasures. The air was 
soft; the sun shone warm and bright; 
the Piazza di Spagna was gay with the 
flowers of the stall-holders. As I stood 
in the last resting place of the man 
whose mind had ever been dominated 
“by a mighty abstraction of beauty” 
I let the tears fall down unchecked. | 
mourned as a disconsolate lover for all 
the glorious gifts he would surely have 
shed upon us had not death laid upon 
him like an untimely frost. 

Another poet, Robert Bridges, has 
well said, “If one English poet might 
be recalled today from the dead to con- 
tinue the work which he left unfinished 
on earth, it is probable that the crown 
of his country’s desire would be set on 
the head of John Keats, for he was 
smitten down in his youth, in the very 
maturity of powers, which, having 
already produced work of an almost un- 
rivalled beauty, held a promise of in- 
credible things.” 

These harsh feelings of irreparable 
loss melted into tender fancies as ! 
stumbled down the darkened staircase 
into the soft sunshine of the piazza. 
Keats still lives; with his nightingale 
he was not born for death. He lives 
within me and will never leave me. 
“He is a part of myself, a precious 
fragment of my spirit.” In sickness 
and in sorrow he comforts and sustains 
me. As I walk in lane, highway and 
open street, he is my close companion. 
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He does not care that my dull brain 
perplexes and retards. 

As I said before, this adventure into 
the realms of gold took place in the 
Italian autumn; in the tempo di metere, 
the harvest-time, a time that Keats 
loved so well: 

Season of mists and mellow fruit- 
fulness! 

Close bosom-friend of the maturing 
sun; 

Conspiring with him how to load and 
bless 

With fruit the vines that round the 
thatch-eaves run; 

To bend with apples the moss’d cottage 
trees, 

And fill all fruit with ripeness to the 
core; 

To swell the gourd, and plump the hazel 
shells 

With a sweet kernel; to set budding 
more, 

And still more, later flowers for the 
bees, 

Until they think warm days will never 
cease, 

For summer has o’er-brimmed their 
clammy cells. 


ON KEEPING ACCOUNTS 

“Keeping accounts, Sir,” said Dr. 
Johnson, “is of no use when a man is 
spending his own money, and has no- 
body to whom he is to account. You 
won’t eat less beef to-day, because you 
rip written down what it cost yester- 
ay.” 

I would not dare dispute anything 
the Doctor says, for he is as near sacred 
to me as any mortal can be. I feel, 
however, that his observation should 
be kept within proper bounds. For 
example, when a taxpayer travels on 
business he should keep a detailed 
record of his expenditure. Over and 
over again the Boards of Review have 
said that they will not accept mere es- 
timates of travelling expenses; it is 
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necessary to support the claim for de- 
duction by a contemporaneous record. 
The Doctor would reply that this is not 
a case where there is “nobody to whom 
he is to account.” The traveller is 
accounting to Caesar. 


Twenty years ago I stayed for a time 
with relations at an isolated R.A.F. 
station in England. One evening at 
mess my host asked a brother officer to 
have a drink. He refused. It tran- 
pired (— was revealed) that the mess 
was run exclusively on the chit system 
and no-one allowed to spend more than 
a specified sum per month. The officer 
had overspent! Keeping accounts 
(albeit imposed from without) was an 
aid to sobriety. 


While the self-imposed keeping of 
accounts is quite useless to easy-going 
fellows such as Dr. Johnson, you and 
me, it is a real aid to the miser. Some 
seven years ago I had a severe illness. 
It was decided that I should convalesce 
on my wife’s farm accompanied by two 
nurses. I admit that the conduct of 
“The man who came to dinner” was 
sweetly reasonable compared with my 
behaviour there. However, we got 
along very well together, for I have 
found that the best way to enjoy an 
illness is to be concerned solely with 
the thoughts and activities of the 
nurses. You can get away with near 
murder if you do this; moreover, it 
helps you to forget your own troubles. 
One of these nurses was an incredibly 
mean girl. It would not be true to say 
that if she opened her purse, moths 
would fly out; the moths had died years 
ago. She would drink any given 
quantity of beer and:smoke any given 
number of cigarettes. Once, I re- 
monstrated. She replied, “They say 
I’m tough but I’ve met my match in my 
sister. When we go shopping to- 
gether, she won’t spend a penny. When 
I protest she says, I’m on a budget’ ”’. 


It is amusing to note that Lord 
Chesterfield took a different view from 
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that of Dr. Johnson. This one would 
expect. In a letter to his son, the noble 
Earl advises, “Keep an account in a 
book, of all that you receive, and of all 
that you pay; for no man, who knows 
what he receives and what he pays, ever 
runs out.” However, Lord Chesterfield 
modifies this counsel by adding, “I do 
not mean that you should keep an 
account of the shillings and half-crowns 
which you may spend in chair-hire, 
operas, etc. They are unworthy of the 
time, and of the ink that they would 
consume; leave such minutiae to dull, 
penny-wise fellows...” 


In my early days of near-poverty I 
soon learnt to keep my bank account up 
to date by carrying forward my bank 
balance on the butt of each cheque. 
This method of recording what I re- 
ceived and what I paid was much 
speedier than the keeping of a cash 
book and made it certain that I would 
not “run out”. I used to bless the fact 
that our profession charges guineas 
instead of pounds. I would deposit 
£3/3/0 and draw out £3 as soon as the 
deposit cheque was cleared. Then 
came the joyous moment when the 
series of deposits totalled 20 guineas 
and I could draw out the extra pound. 
But I paid in the long run for this up- 
to-date bookkeeping. In a year or so 
two things happened: I prospered a 


little so that sometimes I had as mu 
as £20 in the bank. The other thi 
was, I acquired a neighbour, a brothep 
accountant. We were close friends 
until his death. I employed a typistg) 
and he suggested I employ another ong 
and he would pay half the cost. Soom 
after he suggested that, as he was oftem” 
out auditing on pay day, I should alge 
pay his clerk. He was to reimb 
me weekly, but about once a quart 
my typiste would come to me and say 
there was trouble ahead as Mr... 
had been looking at my cheque book 
If it showed I was in funds, he woul@! 
default for a few weeks, and then suge 
gest that we should make a “cleam 
start.” I never protested, for he wag 
the dearest of men. I remembered my 
own struggles and realised his need y 
greater than mine. After all, he never 
defaulted when my funds were low. 





J. E. MARTIN & CO. 


“(E. C. HEAD) 
(Members Stock Exchange of Meibourne) | 


STOCK AND SHARE BROKERS 


A.P.A. BUILDING, 
379 COLLINS STREET, C.1. 


ist Fleer. — 


*"Phones—MU 6165 and 6166. 











Cost Accountants. 


Complete Intermediate—Mr. T. W. 





ACCOUNTANCY AND REVISION CLASSES 


All classes under the personal tuition of Mr. H. Dudley Ingram, F.€.A.A., F.C.1.S.(Eng.), ‘ 
R.1.A.(Canada), etc., of the firm of H. Dudley Ingram & 


Co.—Consulting Accountants and 


SPECIAL FINAL ACCOUNTANCY AND COSTING TUITION 


In the April, 1952, examinations of the Federal Institute of Accountants among the © 
honours obtained by Ingram Students were ist Victoria Intermediate Auditing, Book-keeping, | 
Mapperson, Final Accounting (3)—Mr. B. . 
Victoria, Final Auditing—Mr. B. L. Wardrop; 2nd Victoria. 


THE INGRAM SCHOOL OF COMMERCE 


(The School where you obtain tomorrow's course to-day) 
156 SWANSTON STREET, MELBOURNE. 
"Phones: C 715, C 1076, C 1316. 


Harwood; 
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